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POLlnCAL ECONOMY 


PART 1 

CHARACTER AND LOGICAL jyffeTHOD ©F .POUTt 
CAL ECONOMY. 

1. Wb%t Political Economy is.— Political E(^non).7f or 
Economics, is the name of that body oi^ knowledge which 
relates to wealth. 

Political Economy has to do with no other subject, wha<:80- 
ever, than wealth. •E8pecialiy®should‘the studc^it of econo- 
mics take care not to allo^i ^any purely political, ethifcal or 
social considerations te influence him in his investigations. 
All that he ha?, as an economist, to do^is to nni out how 
weallh is produced, exchanged, distributed and consumed, ft 
will remain for the sojial philosojpher, the •moralist, or the 
statesman, to decide how far the pursuit of wealth, according 
to rti^la^s discovered by the economist, should be subordin- 
ated ^ other, let us say, higher, considerations. The more 
strictly the several branches of inquiry are kept apart, the 
bet^r jt will be for each and for all. 

^ The economist Ulay also be a social philosopher, a moralist, 
or a statesmani just as the mathematician may also be a 
chemist j>r a mechanician ; but not, on that account, should 
the several subjects -be confounded. 

^ 2. Political Boonomy does not Inculcate Love of Wealth. 

lonfy confines itself to discovering the 
by some been called, derisively, the 
In reply to tHis sneer it would be 
enough to %ay that, while wealth is not the sole interest of 
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2 POLITICAL ECONOMY, 

mankind, it is yet of yast concern/ of vital concern, to indi* 
viduals and to communities. As cuch, it de^^rves to be 
studied. Now, if it is to be studied at all, it will best be* 
studied by itself. The easiest and surest way to increase our 
knowledge of any subject is to isolate it, and investigate it, to 
the strict «exclusion, for the time, of all other, subjects. 

But more' may be said. Political Economy ^does not incul- 
cate love of weVlth. It simply inquires how that passion, or 
propensity, in the degree in' which it exists, does, in fact, 
influence the acaon" of men. Political Economy has no 
quarrel with passions or prcp'Cnsities which may, in a greater 
br Ie8s*^d3gree, supplant the love of wealth. It does not 
assume to sit in judgment on human conduct ; It exercises no 
choice' among hvman motives ; It simply undertakes to follow 
to their effects in one single department of human 
activity, vw., the p^irsuit of wealth. 

3. Political Economy Tempers the Passion for Wealth.— 
So /ar from ministering to greed, it would be easy to prove 
that the stu^y of Political Ec«Dnomy has tended, by showing 
how v^alth is really best gained and kept, to banish a raven- 
ing, ferocious greed which seeks to snatch its objects of desire 
by brutal violence, at whatever cost of miseiy to others, and 
lo replace this by an enlightened sense of self-interest, v hich 
seeks its objects through exchanges mutuaLy beneficial, and 
whic)i supports social order and international peace as the 
conditions of general w ell-being. 

Political Economy does not plant the love of wealth in 
human minds. It finds^ it there, a strong, native passion, 
which, but for enlightened views, is likely to break out into 
private rapine and public war. A little more than one hun- 
dred years ago, before Adam Smith published his great work, 
‘‘The Wealth of Nations,” it was a maxim of public policy, that 
only one party to trade could profit by a transaction, and that 
all which one party might gain, the other must lose. Out of 
this root grew wars and commercial restrictions which set 
man against man, and nation against nation, making the 
intercourse of even the most civilized states a game of deceit 
and violence. Adam Smith left the love of wealth in human 
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mindei not ijebiil^ed but enlightened. Little more than a 
century has r lapsed, yet mankind hive made greater progress 
toward humane and mutually advantageous international 
relations in that time than during all the other centiirie^ of 
human History. 

4. But What ;iB Wealth P— Economists have found much 
diffii^l^ in defining Wealth ; and not a few waters, ^ espe- 
cially of late, have chosen to abandon the wot3 Altogether. 

Several of these have called Political Economy the Science 
<ff Exchanges. J3uj the use of this tc’m only reri/?)ves the 
'essential, difficulty of the sub It *,t one stage further away. 
Exchanges of what ? All human life, in society, is^iAade up 
of exchanges, in feeling, word and act. The family relation, 
the neighborhood, the State, the Church, imj'^y an unceasing 
exchange of s^unpathies, activities aidl incentivv^, only a 
portion of which are withi^j the. view of the economist. 

If we sa}^ exchanges of wealth, we have not escaped the 
* difficulty of defining Political Economy, since we have, all ^he 
same, to tell what W4‘alth is. D we say exchange^j of services, 
we must further explain wjjat sort of SfTvices we :tfiean, 
since there is an infinitude of services of maji to man, 
in a great variety of relations, with which Political Economy 
can oiaim to have nothing to do. The services of parents to 
children, of chiirfreii.to parents, of children tt) each other, of 
friend to friend, do not form any jtart of the subject matter 
of 5p^ilk?al Economy. • » 

If say economic services, we have still to define the 
scope of the word economic : that it^ we are hack again at 
the {joint f^*om which we itarted. 

5. Tlie Term a Popular One. — Tlie substitute offered for 
the term wealth;^ in describing the field of Political Economy, 
proving thus defective, let us see what we can do with the 
word so long in use. , 

^Wealth is, as Prof. Price justly observes, ‘‘the word which 
belongs 4o the world which Political Economy addresses.” It 
T^jould, tb^reTore, be a matter of regret, were it to be aban- 
doned unnecessarily. When the man of business, the laboring 
man, even t^ man of leisure, is told that Political Economy 
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is the science of wealth, he at once feels drawn the subject. 
No one is above, few ard below, ai>* interest icthe subject. 
But the Jerm, science of exchanges, is not especially attract-* 
ive. t A banker, deeming that “ foreign exchanges ” are m^ant, 
may at first fhink himself concerned /but will discover liH 
misapprehension^ when he opens the book. The great majority 
of people will doubt, on hedring the title, whether thcy^are 
much or any^hi|\g about the science of exchanges. 

Since, then, so great popular interest attaches ter the word, 
wealth, h wouldn)e i. pity*to lose the us^of it without good 
reason. * • ‘ 

* 6. Y&t* Subject to Scientific Uiies. — And we note that thp 
conception of wealth formed by men who are not students of 
Political Economy, is clear and well-defined. It is only 
scholars, when they iSegin to talk and write about wealth, wdio 
find any difficulty in the use of the word. Stop a dozen men 
in succession, and ask them what constitutes wealth, and you 
win find an almost perfect agreement. “ Every one,” says 
John Stuart Mill,’ ‘‘has'k notion sufficiently correct for 
comihon purposes of wdiat is meant by wealth. The inquiries 
which relate to it are in no dangei of being confounded 
with those relating to any other of th% great human 
interests.” 

Moreover, if We inquire what is the difficulty attributed to 
the use of the term, we firid that it relates, not so much to the 
definition of wealth, to the formation of a catalogue of* the 
articles which make up the wealth of an individual or com- 
munity. 

Now, it is not important that* suen a catalogue, should be 
formed. It would not even be fatal to a definition of wmalth 
that certain objects should be found w'hich seemed to fait 
across the line of demarkation. All definitions in Political 
Economy, as, indeed, in the natural sciences, are subject to 
this condition. Few^naturalists will presume to say just whej^e 
the vegetable kihgdom ends and the animal king^donf begins. 
There are objects in nature concerning which it woul^ puzzle 
the most learned scholar to say whether they are animal or vege- 
table. Yet we do not,- on that account, hesitate say that a 
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tree belongaito t^e vegetable, and an olephant to the animal 
kingdom. 

7 . Eolation of Wealth to Value. — Wealth coin4)ri8e8 all' 
articlcs^of value and nothing else. If any thing hav(^ not 
j alue, it does ^ot belong to this category. Iv may conceiv- 
ably *be better than wealth ; but it certaiuly is dth^r than 
wesrttl^ It mj^y become a means of acquiring ^^^lth ; but it 
is not wealtli itself. In the language of Pr>f. N. W. Senior, 
^‘the woiMs wealth and value’ differ as substance and attri- 
bute. All those tilings, and those oidy, which constituUi 
wealtliTare valuable.” 

• 8 . But What is Value P — Value is the poorer tvhich an 
article confers upon its possessor, irrespective of legal 
authority or personal sentiments, of commaniing, in exchange 
for itself,^ the labor, or the products oi the labor; cf others. 
Briefly and somewhat elUptically speaking : Value is power 
in exchange. 

We say : irrespective of legal authority. The Emperor of 
Germany can, by a»word, call hvo millions of ma . from tl)bir 
homes and send them to distjint fields, even to foreign Uands, 
to work, to watch, to imarch, to fight and to die^ Yet these 
services are ndl economic, because not voluntary. On the 
oth(^ hand, the services of a soldier in the British army are 
economic, as th^ are rejidered under the teriAs of a voluntary 
enlistment, the result of a fair and ojien bargain between the 
cro«"i^and the subject. 

We^say also : irrespective of personal sentiments. The 
mother hangs owr the sick bed, day. and night, draining her 
ver^^ life blood to save ifer child, llcr services are not eco- 
nomic, Ibecause dictoted by a purely personal sentiment. On 
the other hand, the work of the hired nurse and of the feed 
physician comes fairly w ithin the i lew of the economist. 

0, Transferability Essential to Value, — We note that 
exchange implies tw^o exchangers. Vajue is, then, a social 
phenontenon.^ * * 

• Bfft^x<jliange implies, also, the capability of detaching from 
the present possessor the articles to be exchanged, and making 
them over tb another. 
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Do health, strength^^ intelligence, skill, poesess^ this capabil- 
ity? Are they wealth ? 'Have they «ralue? 

Not a Jittle of the difficulty which has attended the use, in 
economics, of the word wealth, has arisen from attributing 
value to such properties or possessions as these.^ Pfof.. Alfred 
Marshall, iu his admirable work, ‘‘ The Economics of Indus- 
try,” even includes honesty in the “ personal ^ wealth/’ jsf a 
country. i. 

But let us apply the tesu of our definition. Can these 
possessions or proper Lies be exchanged ? Can health, strength, 
intelligence, skill, be detached and become the property of 
another No ; they can be taken away from one, as by sicki 
ness or death ; but they can not be made over to any one else. 
The gouty millicnaire can not, with all that he has, purchase 
the robustohealth of the laborer by the wayside, or buy for 
his empty-headed son the learning or the trained faculties of 
the humblest scholar. Hence, all that which some economists 
ha'v^ called intellectual capital, and all that which, by analogy, 
might be caljed physical capital, are to be excluded from the 
category of wealth. 

10. Bett^ than Wealth, but not Wealth. — Those posses- 
sions or properties have seemed to be things so desirable in 
themselves, so much to be preferred, in any right view of 
human welfare, that excellent writers have iiot been able to 
bring themselves to leave them out of the field of economics. 
But Political Economy is the science, not of welfare, l^ut of 
wealth. There may be many things which are better than 
wealth, which arc yet not to be called wealth. A good name 
is rather to be chosen than riches, and loving favor ,Jihan 
silver and gold ; yet a good name is noKi riches, and loving 
favor is neither silver nor gold. 

Here the popular understanding of the word coincides with 
the definition given for scientific purposes. Plain men do not 
speak of such qualities, or endowments, as being wealth. No 
merchant or manufacturer or laboring man would include any 
one of these items in an account of his wealth, however pre- 
cious he might esteem them. 

And it is to be noted that it does not matter whether the 
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incapacity tp de,tach and make over possession to another, 
arises from the nature 4){ things, as in the case of personal 
‘ health and strength, skill and intelligence, or from the con- 
str^nts of law or public opinion. In Circassia, a beautiful 
.daughter ^s wealth, aid is popularly so accounted. No oie in 
making up the |;st of his wealth would omit this item, any 
morp than he would leave out ais horses or his fields. In 
Christian countries, a daughter is not wealt,',i, though she is 
far better-than wealth. The rroclamation of Emancipation, 
in the United Stat^ and in Russia; anri’hilali'd a vaoC mass of 
^ wealth I it created what was better than much wealth — a body 
of free men. ' > > ^ 

But while strength, skill and intelligence can not be 
detached, and transferred, and thus can not be said to be 
wealth, the present use of them can bt? assigned ^to another, 
and hence* may become tjie subject of exchange. The rich 
valetudinarian may command the services of the robust 
* laborer, in waiting on his person ; he may hire the poot 
scholar to be tutor ^o his son. The usufnict of ^11 such quali- 
ties and endowments, tlierefjjre, properly constitutes ai? item 
of wealth, and, by the force of contract, the capability of 
transferring this species of wealth may be extended beyond 
the present moment to considerable periods of time, as whenh 
man is hired by the. month or year, ^ 

11. Relation of Wealth to Cominunity of Goode. — ^ut it 
may be objected that, inasmuch as exchange i/nplies a present 
individual possessor, were community of goods or of labor to 
be universally established, there would no longer be such a 
thii^ as \j^ealth, or such a department of human inquiry as 
Political Economy 

To this it is sufficient to reply, that community of labor or 
of enjoyment is simply impossible, from the very nature of 
mankind. 

Were a hundred persons to unite in such a society, each 
would have to work by hihiself : the e^xertion must be his ; 
•the pain and weariness would be all his. On the other hand, 
what he received from the comraorf stock, would be his 
own ; the food would nourish him alone ; the clothing and the 
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food would warm only^him ; none erf his fellpws ;jvould share 
in the pleasure or the bene€t of what Jhe consum^^. ' 

The so-called community of labor and of goods, then, ' 
amounts 'simply to a mode of roughly apportioning exertion 
and enjoyment, on the basis of an assumed equality of 'abilities ^ 
and of needs. ‘ Subject to all the injustice inv/JlVed in sus^h an 
assumption, pach'one of thcf^iundred members would still jjart 
with his servlccf to his fellows, and receive irom them' his 
^ remuneration, in the form of f^od, clothing, fuel and shelter. 

12. ReL’ation Cjf V^Jue to Gratuity. — It will have beed 
gathered from what has been j^aid respecting value, thaUwealth 
and wellbeing are not Synonymous. Much which is essential 
to the latter is no element of the former. Wealth may be 
increased at the expense of well-being, as in the case of the 
reduction of free laborers to the grade of chattel slavery. 
Wealth may be diminished temporarily by causes which min- 
ister to the advancement of the community and the State, as 
in the case of inventions which throwout of use large amounts 
of material and apparatus, on of amelio;*ating changes in 
nature- which allow costly contrivances to be dispensed with. 

“ If,” wrote Prof. Senior, ‘‘the climate of England could 
suddenly be' changed to that of Bogota, and ti e wannth which 
we extract imperfectily and expensively from fuel were «#?up. 
plied by the sun^iuel would cease to be usefiC, excei)t as one 
of the productive instruml-nts employed by art ; we should 
want no more grates qr( chimney-pieces in our sitting-rooms ; 
what had previously been a considerable amount of pro'perty, 
in the fixtures of houses, in stock in trade and^materials* would 
become valueless ; coals would sink in price ; the most exj>en- 
sive mines would be abandoned ; those wjiich were retained 
would command smaller rents.” 

13. Continuous Displacement of Value by Gratuity. — 
We are now called further to notice that there is a ‘constant 
tendency to this diminution of the sum of wealth, and even to 
the annihilation pf radividual items, from age to age. So 
rapid and persistent is that tendency that, but fof thC^mcBcase 
of population, and tlie multiplication and diversifTcation of 
humnn desires, due to increasing civilization and«refinement, 



DEFINITIONS, 


9 


the subject matter, with which Political Economy has to deal 
would be ^oniitinually dinynishing. 

• How small the sum of wealth which would suffice for a 
community, in our stage of knowledge and skill, whidh should 
aspire to^live only as #ell as a tribe of savages ! The b(>ats, 
tfie nets, the hulif, the clothing and the domestio'utensils of a 
priniitive community represent an^ncredible tooi^nt of •exer- 
tion mS. sacrifictj ; possess a vast amount of piyoimsing power. 
A like outfit would require but^ an insignificant part of the 
lUbor power of a \nodern community, ^nd ^would j^ve but 
♦ittle pivchasing power. 

The tendency which has been noted%rises out ^f tjif progi 
ress of mankind in ‘the chemical and mechanic arts, by which 
operations formerly difficult are made easy ; by which 
materials naturally scarce are made f)lentiful ; by which 
human necessities once urgently felt are wholly obvihted, and, 
finally, by which things once costing labor are made to j)ro- 
duce themselves spontaneously. 

14. Growth of Hitman Wantn.— In .fact, however, ■wUil^, 
in any community, this displatjcment of value by gratuiVy is 
continually in })rogress, the increase of })opulation and the 
multiplication an(d diversification of human w^arfts may be 
operating as steadily and strongly in the oflier direction. Tho 
labor that is madr free by discoveries and inv(tntions is applied 
to overcome the difficulty's wdiich withstand the gratification 
of newly-felt desires. Tlie hut is pulled down to make room 
for theVoftage ; the cottage gives ivay to the mansion; the 
mansioif to the i>{jlace. The rude covering of skins is replaced 
by the comely garment# of w'oven stuffs ; and these, in the 
progresffof* luxury, by the most splendid fabrics of human 
l^kill. In a thousand forms wx'alth is created by the whole 
energy of the community, quickened by a zeal greater than 
that wffiich animated the exertions c '' their rude forefathers to 
obtain a scanty and squalid subsistence. 

16. Hjlstinction bet weem Wealth antf'PBoperty. — A fur- 
ther ijisinciion is that betiveen Avealth and property. The 
neglecf o:^this has caused great confusion, especially in dis- 
cussions of Ijie principles and methods of taxation. 
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Mr; J. S. Mill affords an example? of the confusion of these 
terms when he says, r^sp^ting a mortgage on a^anded estate, 
‘‘ this is wealth to the person to whom it brings in a revenue,' 
and who could, perhaps, sell it in the market for the full 
amount of the debt. But it is not wealth to the country ; ■ if 
the engagement were annulled, the country would be neither 
poorer nor richer,” 

A more ac'^nrate statement of the case would be tlift : t The 
landed estate is 'wealth, that is, possesses value ; tj[iat is, con- 
fers upon its nossessor* the power of commanding, iii 
exchange for itself, the labof, or the products of the l^bor, oi: 
^others. The mortgage is property, or a right to wealth ; in 
this case, a right to an undivided portion of the landed 
estate. The amount of the pro})erty of the owner of the estate 
is the value of ^the estate less, the mortgage. There is but 
one body of wealth ; there are two properties, that of the 
owner, and that of the mortgagee. The wealth of the commu- 
nity is no greater and no less, whether the ownership of the • 
estate be entire, or divided ir^o two or hf^lf a dozen properties. 

Indeed, we might say that “ j)roperty ” is not a word with 
which the political economist Las any^ thing to do. It is legal, 
not economic, in its signiticance. 

’ The wealth,” Bays Prof. Senior, ‘‘ which consists merely 
of a right or credit, on the part of A., with, a corresponding 
duty or debt on the part cf B., is not considered by the Polit- 
ical iJconomist. He (Jeals with the things which are the sub- 
jects of the right, or the credit, not with the claims* or liabili- 
ties which may affect them. In fact, the credit amount merely 
to this : that B. has in his hands a p^rt of the property of A.” 

16, Tho Premises of Political Economy. — Wliat are the 
proper premises of Political Economy f that is, what fact* 
and principles should the economist take to reason from? 
Are they many or few? Shall the economist take into 
account all the facts, mental or physical, which influence the 
phenomena of woalLh ; or shall he confine himself tg certain 
principal facts ? 

Shall we take man, for the purpose of economic reasoning, 
precisely as he is found to be^ with all his appetencies and 
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characteristics, np far as they affect thg power and the dispo- 
sition to Itobor^ or so far ^s they inciease or impair the ability 
individuals to secure their share in the distribution of the 
product of industry ? or shall we create, for the purposes of our 
reasoning, an economfc man, assumed to be impelled by certain 
IhotiwiS in respbct to wealth, from whose actions men in gen- 
eral^ knowing themselves to be more or less fully controlled 
by swnilar motives, may derive instruction ? 

Instead of seeking to extend mur knowledge of the actual 
Conditions under winch wealth is jfrodiiged man,^hall we 
^onten^ ourselves with certain l|‘*ding conditions, such as that 
food is produced without human labof only in small quantities 
nhd very precariously ; that the soils every country vary 
widely in fertility ; and that of no soil can /he produce be 
increased indefinitely without a more tluSi proportional expen- 
diture of Iflbor and capital.? 

Shall we take account of the various endowments, in the 
'way of soil and climate, mineral resources and water powei^ of 
different countries? • Shall we study their institu^j ns and the 
predominant traits of charactcj manifested by their people, so 
far as these ap])ear to ^influence their actions in respect to 
wealth ? Or shaM we, on the other hand, disreg ifrd all that 
mak«^ one nation to differ from another, caring to learn 
nothing bf any M^iich would not hold good oftall. 

Upon the answer to th^ese (piestiotis depends the chai^cter 
and logical method of Political Econonn^ Uppii that answer 
depends alko much of the usefulness of this department of 
in(|uiry 8nd the interest it may be expected to arouse in the 
public mind. 

17 . T^o Schools .of Political Economy. — The differences 
6i opinion which exist regarding the proper extent of the 
premises of Political Economy have given rise to two schools 
which are bommonly called the Enghsii and the German school. 

The economists of the former school insist that the proper 
premisc^of pure Political Bt*onomy consist (ff a few certain 
f^cts <d ffuman nature, of human society, and of the physical 
constitution of the earth. That these, nof more than five or six 
in number, c»nstitute all the premises proper to the inquiry. 
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That the scope of ecojiomic reasoning can »ot ^he extended 
beyond these without desfroying the rpurity and, BAnJ)licity of 
the science, and introducing error and confusion. 

The economists of the latter school hold that it is tljie prov- 
ince of Politjcal Economy to oxplaii? the phenomena of 
wealth. That, in order to do this, the econqdiist must inquire 
how men dg^ in fact, bchavt in regard to wealth, coiistitjjted 
as they are, ahd(^ under the conditions and cfrcumstancJ^s in 
which they are placed. 

In thi% view, nothing that importantly influences the pro^- 
duction and distribution of wealth can be neglected 4:>y the^ 
economist. All human fiistory becomes his domain. The other 
sciences, alike the physical and the moral, become tributary to 
the science he c,ultiYates. 

With i^s premises fiius enlarged, Political Economy ceases 
to be something which one man of su])erior intellect could, 
with a definite exertion of his faculties, work com]>letely out 
at L sitting, as Beckford wrote ‘‘ Vathek ” ; and that too with- ' 
ofit having visited any commtinity beyond the one in which he 
was*^born, or knowing a page of history. Political Economy, 
as thus con^wehended, becomes a work to which many men 
and successive ages must contribute ; the material of which is 
accumulated in human experience, and is thus continually on 
the increase. K becomes a work which pevAr is, but is always 
to btik done, growing with*the growing knowledge of the race. 

18, Prof. CairnoEr’ Statement. — It has been said that the 
two schools of Political Economy are known as the English 
and the German school. The terms are not fortunate, lYiasmuch 
as some of the economists who have'labored most fully in the 
spirit of the so-called German school, hav^ been natives of the 
British Isles. The best statement known to me of the truti 
scope of economic inquiry is that given by Prof. Cairnes, from 
whose admirable lectures* I abridge the following paragraphs, 
preserving the author’s phraseology : 

The desires, phssibns and propensities which influence man- 

* ** On the Character,^ind Logical Method of Political Ec'momy,” firtt 
published in 1857 ; reprinted, revised and enlarged in 1875, just before 
the lamented author^s death. 
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kind in the pursuit of wealth are almos^ infinite. Yet among 
these are eferfcej)rinciple8/>f so marktd and paramount a char- 
ilctcr as both to admit of being ascertained, and when ascer- 
tained, to afford the data for determining the most important 
laws of tne production^and distribution of wealthy To possess 
l^mselif of these* ifi^ the first business of the political eijonomist. 
lie l^as then to take account of atmie leading pkysiolctgical 
facts connected Vith human nature ; and, lasJl3f,^to ascertain 
the principal physical characteristics of those natural agents of 
pfoduction on whiclijiuman industr5^ is (jjcerciued. 

• But ifcmust not be thouglit tliift when tliese cardinal facts 
have been ascertained, and their conseljuences duly devgloped, 
the labors of the political economist are at an end. Many 
subordinate influences will intervene to disturl^ and occasion- 
ally to reverse, the operation of the more*powerful principles, 
and thus to* modify the resulting plienomena. 

19 , Subordinate Causes in Economics. — Tlie next step, 
Iherefore, in his investigations will be to endeavor to ascert^n 
the character of thosi subordinaR^ causes, wliether mental or 
})hysical, political or social, wlijji'h influence human conduct in 
the ])ursuit of wealth. TJiese, when he has found them, and 
is enabled to appi'fciate them with sufficient accuracy, he will 
incorporate among the premises of the science. 

Thus, the polilRal «a?id social institutions oi a country, in 
particular, the laws affecting the •tenure of land, wil^ be 
iiiclmjed among such subordinate agencies.. It \fill be for the 
politicaT ewnomist to shoAV in what way causes of this kind 
modify tile operation of more fundamental principles. Again, 
any discovery in tlilj arte of production, such, e. <7., as 
the steant engine, wilj be a new f.act for the consideration of 
HRc political economist. It will be like the discovery of a new 
planet, the attraction of which, operating on all the heavenly 
bodies witlfln the sjdiere of its infliance, will cause them more 
or less to deviate from the patli which had been previously 
calculated for them. 

^In the *ame way, also, those motives and principles of action 
which may\>e developed in the progress cff society, so far as 
they may be ^und to affect the phenomena of wealth, will 
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also be taken account pf by the political econoi^ist. He will 
consider, e. the influeilce of custom in modifyihg human 
conduct in the pursuit of wealth. He will consider how, as 
civilization advances, the estimation of the future in ^jelation 
to the preseny is enhanced, and the desire for immediate enjoy- 
ment is controlled by the increasing efficacy of prudential 
restraint, .lie will also observe how ideas of decency, cohort 
and luxury aVe ^Vveloped as society progresses, modifying the 
natural force of the ])rmciplt of population, influencing the 
mode o^expendivure^f ditferent classes, and affecting thereby 
the distribution of industrtaJ products. Even moeal and 
‘^religioisfs coi9siderations are to be taken account of by the 
economist precisely in so far as they are found, in fact, to affect 
the conduct of anen in the pivjsuit of wealth. 

20. Remarks on Prof. Cairnes’ Statement.— Nothing could 

be added to this statement of the logical method of Political 
Economy, as it is pursued by those who hold that it is the 
province of the science to explain the ])henomena of 'wealth ; 
and that, to* this end,- all cauWs which, 'uhetlier primarily, or 
priifcipally social, ethical, physv*.al or physiological, do, in fact, 
enter to affect the actions of men rest>ecting wealth, should b^ 
identified and determined, so far as may be, l!feth in their direc- 
tion and in the degree of their influence. ® 

In this view the economist who omits, an^ cause, structural 
or dynamic, physical or moral, which affects the j)roduction, 
exchange, distributioitor consumption of wealth, must justify 
himself, not by the plea that such a cause has no relevancy to 
his investigation, but by some j)lea which would excuse an 
admittedly less than com})lete treatffient of the subject 
the lack of infonnation, the limitations of the human laoulties, 
or the need, for popular instruction, of very brief and very 
general statements of principle. 

21. Mr. Millonthe EoonomioMan.~rOn the other hand, 

perhaps the best statement of the view taken by the econo- 
mists of the so-culldd English school, as to the proper^jremises 
of Political Economy, is that given by Mr. J. S. Mill^ in his 
work published in 1844. ^ 

‘‘Political Economy,” says Mr. Mill, “is concerned with 
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man solely ag a being who^ desires to possess wealth and who 
is capable of jjidging of Ahe compartitive efficacy of means to 
“that end. * * It makes entire abstraction of every other 

human ^passion or motive, except those which may be*rcgarded 
^8 perpetually antagofiizing principles to the desire of wealth, 
namcfy, aversion J.o labor and desire of the present enjoyment 
of cpstjy indulgences. These it# takes, to a centain ^tent, 
into Its calculafions, because these do not n^My, like other 
desires, occasionally conflict with the pursuit of wealth, but 
accompany it always, as a drag or lmpe^ime»t, and a^, there- 
“fore, iiiseparably mixed up in tlif; consideration of it. Politi- 
cal Economy considers mankind as occupied solely in« acquir* 
ing and consuming wealth.” * 

We have here all the elements of the econ cyclic man. He is 
taken as a being perfectly capable of judging of tlie compara- 
tive efficac}^ of means to the end of wealth. That^s, he will 
never fail, whoever he may be, or wherever he may live, 
whether a capitalist or a laborer, rich or poor, taught^ or 
untaught, to know exactly whaf course ‘Will secur. his highest 
economic interest, that is, bryig him the largest amouitt of 
‘wealth. , 

Moreover, thaf end of wealth he never fails u/desire, with 
a steady, uniform, constant passion. Of tn^ery other hiimaft 
])assion or moti\^*. Political Economy “ make# entire abstrac- 
tion.” Love of country* love of hdlior, love of friends, Igve of 
learning, love of art, pity, shame, religkni, charity, ^iil never, 
so far as l^olitical Economy cares to take account, withstand 
tlie effort of the4*conomic man to amass wealth. 

Tlj/L*re are, however, tfv^o Imman passions and motives, of 
which Political Economy takes account, as “ perpetually antag- 
onizing principles to the desire of wealth,” namely, “ aversion 
to labor and desire of the present enjoyment of costly indul- 
gences,” tbatis, indcjence and gluttony. 

As by this view of Political Economy all men are taken as 
equally»^absorbed in the pRssion for wealth, so all men are 

great work, subsequently published, Jtfr. Mill did not confine 
himself to the method here described ; but professedly dealt with Polit* 
leal Economy fn many of its “ Applications to Social Philosophy.'* 
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taken as equally lazy and self-imlulgent. Tke South Sea 
Islander and the large-bi'Siined European are equafil}^ averse to, 
exertion ; equally subject to the iinpiiLses of immediate 
appetite. ,* 

22. Ricardo the Master of the English School.—Sucb 
are the ftvitures of the economic man, as /Telineated by Mr. 
Mill. Kot.a few treatises have been written mainly aej:*ord- 
ing to this m^"tl^>d. The ablest body of doctrine ever ’com- 
posed from this point of view'ls that of David Ricardo. Hence 
this Rchf9ol of Roliti/^al Economy may not ina]>tly be called 
the Ricardian. Mr. Ricardc?, .indeed, niodifi(‘d thost‘ ftssiimp- 
*tions s«> far to recognize the difference in economic quality 
existing between men of different countrit*s, not only between 
the East Indian* and the Engiishman, but aNo between the 
Englishman and the Portuguese. Within the same country, 
however, he recognized no such differences ; but fu‘ld rigor- 
ousl}^ to the few and simple )>ostulates whi(‘h have been 
staged. 'Ilie acuteness of his intellect, the tena(*ity of his 
logical grasp, make him easily the master of all the econo- 
mists of this school. 

23. Relations of the Two Schools.— It need not be a’ 
matter of surprise that so wide a difference o]>inion as to 
the pro])er scope of economic impiirv shouhl have led to 
much passionate controversy. Tlie economists of the so-called 
German school have beeirdisposed to deny, not only the uni- 
versality of principles^leduccd from assumj>tions so arbitrary 
and falling so far sliort of the real facts of life and society, 
but also the signiiicanc(‘, for any purpose whatever, of conclii- 
sions thus obtained. The econcfmist.^ of the so-called English, 
or Ricardian school, have treated the method of their opj)o- 
nents as unscientific, giving scope to charlatanry, and at the 
best tending to mere sentimentality. 

The mutual contemj)! entertained by the two scllools is not 
justified by a large \dew of the progress of economii^s in the 
past, or by a conVideration of the** history of other sccial sci- 
ences. Political Economy should begin with the Rjcardia^ 
method. A few simple assumptions being made, the pro- 
cesses of the production, exchange and distri])utr{)n of wealth 
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should be traced out and be brought together into a complete 
system, \^hhjl; may be called pure Bolitical Economy, or arbi- 
trary Political Economy^ or, a Political Economy, or 
by th(^ name of its greatest teacher, Ricardian* Political 
Economy. ^ iSiich a sclieme should constitute tlie skeleton of 
all ecf)nomic reilj^oning ; but upon this ghastfy fjame-work 
sho^jdjbe imposed the flesh anal blood of an •actuaf, vital 
Political Econdmy, which takes account of r^eh^and societies 
as they arey with all their syni|)athies, apathies, and antipa- 
Ihies ; with every oj*gan develope<F, as i^^ lifta; ever^^ierve of 
inotioifor of sensibility in full jflay. 

^ 24. The True Labor of Philosophy.— On# this « subject 
what could be more j)regnant with iiKianing than the aphorism 
of Bacon, “ Those who have treated of tlie sciences have been 
either empirics or dogmatical. 

“ The former, like ants,«only heap up and use tlieir store ; 
the latter, like spiders, spin out their own web. 

“The bee, as a mean between both, extracts matter ^’oin 
the flowers of the garden andtfie field \ but woiKs and fash- 
ions it by its own efforts. ^ • 

“The true labor of j)l^ilosophy resembles hers ; for it neither 
relies entirely or^princi pally on the powers of life mind, nor 
yet 4ays up in the memory the matter afforded by the experf- 
ments of iiaturaf history and mechanics, in itiiK raw state, but 
changes and works it in the understanding.” 

2§.^Is Political Economy indeed a Science,? — The answer 
to this (piest ion depends rather upon the definition imposed 
on the word sciwice, than upon the view we take of Political 
Ecoi^my itself. If we f^ive the word no wi<]er extension than 
Dr. AVfiewell gave; it, when he spoke of “ those bodies of 
Tiiiowledge which we call sciences,” !\)litical Economy indu- 
bitably ranks as a scieiu^e. It form'' a body of knowledge, con- 
stantly gfowing, it ;s true, from the outsid<\ and undergoing 
not a little change from time to time within, yet still embrac- 
ing, inihe present, a vast (^)llection of rflat^d facts, with tlie 
.reasoiijof^their succession, one to another, more or less clearly 
seen, and allowing many practical rules ^nd precepts of great 
importance fei determining human conduct to be deduced with 
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all needed assurance. Jn this sensfe, then, Paliti^al Economjr 
is a science. 

Whether it be a science in the highest sense given that word, 
may be disputed. M. Comte, the great positivist philoso- 
pher, denied the claim of Political Economy to> thip title. In 
his view, it is an attribute of a true social science that it 
results in establishing a ratiV?nal filiation between evepjs,^ as 
to allow of &ysfj?matic prevision respecting tbeir occurfence 
in a certain succession. Prediction — forecast of the future 
— is, according io Mi Comte, the fruit • of all true science. 
Of this, he asserts, political leconomy has not shown itself 
capable^ 

Prof, Cairnes rejoins that the economic prevision is a pre- 
vision not of events, Jbut of tendencies. Admitting the inca- 
pacity of forecasting events, Prof. Cairnes urges that “ it 
argues no imperfection in economic science. The imperfection 
is not here, but in those other cognate sciences, to which 
belongs the determination of the non-economic quantities in 
the problem^ etc. * * Meanwhile it is no slight gain,, in 
speculating on the future of so( iety, to have it in our power 
to determir^e the direction of an orderf of tendencies exercising 
BO wide, constant, and potent an influence on the course of 
human development, as the conditions of wealth. * * 

So much for the highest form of scientific Iruit, ‘ forecast of 
the future.’ The principle, however, of establishing a filiation 
in events may »take thb more modest form of explaining the 
past. * * That political economy, assuming that it fulfills 
its limited purpose of unfolding the natural laws of wealth, is 
capable of throwing light on the evolutions of history, will 
scarcely be denied.” 

26 . The Practical Importance of Political Economy. — 

We can not stay to discuss the question. Whether Political 
Economy be or be not a science in the high sense attributed to 
that word by M. Comte, it assuredly is, as a branch of social 
inquiry, worthy ^he earnest attention of every publkjist and 
every citizen. It deals with some of the most imp^rtanit sub- 
jects which concern society. Whether the degree of assur- 
ance that may be attained in the study of theses questions be 
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higher or be* lower, the qifestions can ^ot but be more justly 
^decided bf reason of such study. 

If Political Economy have not yet reached the standing of 
a tru^ sconce, in the high sense in which that word is used by 
Comte ; , if political economists are still at disagreement 
on matiy points b!^ theoretical or practical importaiice, it can 
not c|pnied that the investigation of the conditions of ’stealth 
by Adam Smith* and his successors has alreadj f^sulted.in the 
removal of* monstrous delusions which a century ago pro- 
foundly affected the Jegislation of ^ver}^ civilized coithtiy, to 
the inexpressible injury of the ci)fhmon wealth of nations. The 
first fruits of Political Economy have been worth a^nillion* 
times the intellectual effort that has been bestowed upon the 
subject. 

27. Distinction between a Science and an Art. — Before 
proceeding to inquire whether Political Economy should be 
^dealt with as a science or as an art, it seems desirable strongly 
to emphasize the .distinction between a science iiid an ^rt. 
This is the more neefled becaus# of the strange^^ persistent 
habit of economic writers in c<^ifusing these two things, which 
should be kept clearly dijjtinct. * 

A science, whAher the science of mathematics^ or physics, 
or n/t*chanics, or chemistry, or geology, or physiology, or 
economics, deals f)nly, with the relations of r%use and effect 
within its own field. It assumes nothing to be a good andj^ioth- 
ing t 4 > ^e an evil. It does not start wirti the notion that some- 
thing is desirable or undesirable ; nor does it arrive at any 
such coirclusion m its result. It has no business to offer pre* 
cepts#or prescriptions, €ts sole single concern is to trace 
effects b?ick to their pauses ; to project causes forw\ard to their 
effects. 

An art, on the other hand, starts vv ith the assumption that a 
certain thing is desirable or that a certain other thing is unde- 
sirable ; that something is a good or that something is an evil. 
The object it seeks is to Ascertain how^ tlTe good may be 
jkttainciJ, ^r the evil avoided. In pursuing this inquiry, it 
makes use of the principles, or laws, govferning the relations 
of cause and effect, which have been ascertained in the cultiva- 
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tion of any and all sciences that have in any j^ay^to do with its 
own subject matter. Xs <6i result, it ij^sues with ceitasn precepts 
and prescriptions for the guidance and assistance of those whd 
would. g^ain the good or avoid the evil which that particular 
art ‘has in contemplation, whether it be* the art of iAvig*ation/ 
or of coo^er}% of painting, of gunneiy, of arelfitecture, ®f miff- 
ing, or of jveafing. e 

28, The Biis^nction Illustrated. — This di»tinction*l)e4;ween 
a science and an art ought fo be sufficiently ckar ; but the 
inveterote disposition of * economic writers, which has be?n 
referred to, will perlia]>s justify an illustration whicja I shaii 
tmake ^amilvar, even aO the risk of ap])earing coarse. 

Supj)ose I am in rny laboratory and ;i man enters who 
says that he desires to consult m(‘, as a ])rofessor of chemistry 
astowliether hehad ^)etter swallow the contents of a vial which 
beholds in his hand. I reply to him : “Sir, I ha\^i no advice, 
as a professor of chemistry, to offer you as to what you shall 
s^vallow or refrain from swallowing. I j>erceive that th^ 
liquid contained in your vialas prussic aqid. I will cheerfully 
stale to you the action of prussic acid on any substance about 
which you may choose to inquire ; but i)robably you had bet- 
ter, for yoft” aj)parent purpose, go to Pro^ S., the physiolo- 
•gist, wlio (*an moi'c fully and readily than myself explayi the 
precise action qf prussic acid when taken inti) the stomach of 
a living being.” 

l^ie inquirer now gpes to Prof. S., and says that ho desires 
to consult him, as a ])rofessor of physiology, as to Ivlnfther he 
had better swallow the liquid which the cheniist has told him 
is undilute prussic acid. Prof., 8. replies: “Sir, should you 
consult me as a fellow })eing, I would not stand on ceremony, 
but frankly advise you to empty tlie contents of your vial 
into the sink. But if you insist on consulting me as a pro- 
fessor of physiology, I must rejdy that I have ne advice to 
give. Physiology, sir, is a science ; as sucli, it has nothing to 
do with precept8«or^)rescriptions, Jiut oidy with the relations of 
cause and effect within the field of animal life. As*‘xj^^tudent 
of that science, I in^rrn you that, if you swallow 'thfe liquid, 
you will experience such and such sensations, <,and, at about 
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«ucli a time, jjpu be dead. Since you still insist upon hav- 
ing advictf at tp whether ^ou had better do this or not, I refer 
you to my neighbor, Dr. G., who is the professor, not of a 
science, Jbut of an art. As such, it is his businesi? to give 
advice regarding eondflct. As such, he has a right to enter- 
^Sin the notion tlfijt certain things are good, and cer^in things 
evil that the means calculated (sis shown by^ the •appropriate 
science or sciences) to bring about the goo(^ afe desirable ; 
that the couirses which (as shoum by the appropriate science 
or sciences) lead to J^he evil, are undesirable.# lie w«ild not 
1>e a ])b^'sician unless he held thaf pain and d(‘ath were evil ; 
life and the absence of pain, good. •What he is a pl^^siciaii® 
for is to help his patients to avoid the evil and obtain tin* good. 
In doing this he will naturally seek toaj)plyjh(* largest and 
latest results of the science of ]>]iysi(>logy fo the art of healing.” 

29. Distftiction between Political Economy as A Science 
and as an Art. — “ If,” says Prof. Senior, “Political Economy 
*is to be treated as a seienee, it may be defim'd as the scieyer 
which states the laws regulatiil^ the production and distri- 
bution of wealth, so far as thej d(‘]>(‘nd on the action of 4110 
human mind. If it be treated fls an art, it may be defined as 
the art which poiats out the institutions and habilK most cun- 
ducivK* to the jiroduction and accumulation* of wealth ; or, if^ 
the teacher ventwres^ to take a wid(‘r view, ^ the art which 
points out the institution^ and habit* most coiulucive to^that 
production, accumulation and distributism of wealth which is 
most favofable to the hajipiness of mankind.” 

30, Pfof. Senior goes on to remark that, in the eighteenth 
ccntup% political econoin^’’ was treated as an art, a bnoieh 
of statesmanship. Sir James Steuart so treated it. The 
French Ph 3 ^siocrats so regarded it. Even with Adam Smith, 
“ the scientific portion of his work is merely an introduction 
to that wlfich is practical.” 

Oddly enough, the statesman Turgot must ho made an 
exceptictfi to the remark res|>ecting the French Phj’^siocrats. 
“ It ifiy:Pmarkable,” says Prof. Senior, “ that the only man 
^mong !h^ discipl(‘8 of Quesnav* who w<w^ actually practicing 


*8ee ]i{ira{^.iph 48. 
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political economy as art, is the only one who treated ita 
principles as a science. His ‘ Reflexions sur la 'formation et 
la distribution des richesses,’ publish‘d in 1774, is a purely 
scientific treatise. It contains not a word of precept, and 
might have been written by an ascetfc, who believed wealth 
to be an 4‘vil.” 

Pi‘of. Senior continues : t “ The English writers who have 
succeeded Adjj^ Smith have generally set "out by dt^ning 
political economy as a sciem e, and proceeded to treat it as 
an art.^ Mr. Eicar(?o is, however, an exception. His great 
work is little less scientific "than that of Turgot. His absti- 
nence from precept, and even fiom illustrations drawn from 
real life, is the more remarkable, as the subject of his treatise 
is ‘ DistributiOfU,’ the most practical branch of political econ- 
omy, and ‘ Taxation,’ the most practical branch of Distribu- 
tion. The modern economists of France, Germany, Spain, 
Italy and America, so far as I am acquainted with their works, 
all treat political economy as an art.” 

•^31. We shall deal 'With Political Ecemomy as a Science. 
— The inveterate disposition, which Prof. Senior thus notes, 
to abandon the investigation of principles for the formulation 
of precepts, has doubtless retarded greatly the j>rogresa of 
‘political economy. It can not be too strongly insisted on, 
that the economist, as such, has nothing^ to do with the 
questions, what men had better do ; how nations should be 
governed; or what<*regulations should be made for their 
mutual intercourse. His business simply is to trace economic 
effects to their causes, leaving it to the }»hih>sopher'’of every- 
day life, to the moralist or tlfe staficsman, to teach h(‘w men 
and nations should act in view of the princij)les >50 estab- 
lished. The political economist,’*' for example, has no mofe' 

* A distinguished English Economist, quoting this remark, in tlie 
Contem’porary liemew, asks with some asperity, “ What, then, should the 
political economis^t preach I answer, nothing. His business is to 
teach and not to preach. He acquits himself of his duty wh^Vi he shows 
the relations of cause and effect within the field of industry l^ing itin 
statesmen, moralists ancl men of affairs to act for themselves, or to preach 
to others, with reference to what the political economist/eaches. 
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call to preaclj fr^e trade, as the policy of nations, than the 
physiologist <to^advocate monogamy hs a legal institution. 

' Throughout this work until we reach Part VI, which will 
he in terms devoted to Some Applications of Econoihic Prin- 
cijdes* th^ effort will *he made to treat political economy 
strictly as a*8cie\iee. If at any point the write?* laj)ses into 
expressions only suitable to the tOjacher of art ai% it will be 
partly because (A that strong predisposition j(vh^;h lias been 
noted in alrgost all writers on tfiis subject, and partly to the 
iiffluence of example. • ^ ^ 

• 32 . le There a National Politoeal Economy? — This is a 
question which has been much deba15fd. The ^o-called pro- » 
tectionists have faiored the view that each country has a 
political economy of its own. One writer of our own country 
has entitled his work ‘‘ American Politic*^ Economy.” 

The controversy over this question arises out of the confu- 
sion produced, first, by the failure to distinguish between the 
‘science of political economy and the use of j)olitical econopiy 
in the art of statesmanship ; sec<».ndly, by the diiarent views 
taken of the proper premises of the science of political 
economy by the two schools (l^ar. 1 7) before referred to. 

Those who say that there is an American Poli<*ical Econo- 
my, fior example, mean that the })rece})ts derived from politi- 
cal economy, whi^ther addressed to the legislator, or to the 
body of the people, should not be applied to America without 
reference to the peculiar constitution,. conditions and needs 
of Americi. But a science has nothing to do with precepts 
or ])resc?iptions. , Rules of conduct belong to an art. 

33. Jfational and Ha/^e Characteristics. — MoreovcT, the 
notion that there is a political economy for each race of men, 

* ^id even for each nation, has been fostered by the arbitrary 
character of the assumptions of v^liat we have called the 
Ricardian *8011001, and by the refusal to pay a reasonable 
regard to some of the most characteristic features of human 
nature a^id some of the mo^t prominent 'facts of industrial 
society,J?hibracing institutions and law^s which vitally affect 
the production and distribution of wealtln 

Thus, the priori economist, in discussing the questiop 
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of wdges, assumes, for the purposes of his Reasoning, a body 
of laborers who are wholly intent on getting# the largest 
remuneration ; who will, for any advantage, however slight/ 
change t^ieir occupation, and with equal readiness their place 
of abode, at least within their own country ; wlio, moreover, 
are so intelhgent and well-informed that 'no 'prefe^rencef, 
economically", can exist on ^behalf of any other occupation or 
place of abi[>de^ without their knowing it, .and, of course, 
acting at once upon it. Th^ , economist having jcreated such 
a race beings whose likeness is found nowhere upon earth, 
proceeds to point out,* it nay be with great acuteness and 
•accuracy, wlyit the indrvddnal members thereof would do in 
various supposed cases, under the impulse of this or thht 
economic force^ His conclusions are ]>ut forth as laws ” of 
political economy. ^ 

Is it stiange that an intelligent East Indian, reading these 
conclusions, should say, if this is political economy, it must be 
Eu^ropean political economy, and thtu-e sliould be a sej>arate' 
]3i,olitical economy for the Et^st, since hej;e, over vast regions, 
social and r^igious feelings absolutely ]>rohibit multitudes of 
workmen from changing tho:r occupation, for any reason ; 
while the almost uniform })cnury of ^the lal^oring class, their 
cgnorance, superstition, and fear of cliangt^, combine to render 
movement fron^jdace to place tardy and dif^cult, if not, as in 
most cases, practically impossible ? * 

34. Belation of Fojitical Economy to other Sciences.— 
Political Economy does not ascertain for itself a single* one of 
the facts which form the premises of the economist) These 
are all derived from oth<‘r sciences a.'j data, e., things given. 
From the physiologist, for instance, is obtained the* fact of 
man’s need of food to sustain life, from which is deduc(‘d tbt 
economic doctrine of minimum wages. From the physiologist, 
again, is obtained the fact of a strong dis])osition, arising from 
the sexual passion, to carry population beyond the limits of 
decent or comfoiitaWe subsistence from which is deduced the 
much-abused doctrine known as Malthusianism. Prom the 
agricultural chemist is obtained the fact that, beyontl aC certain 
point, the application of capital and labor to l^nd yields a 
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continually d^niiiiisliiiig return, from which is deduced the 
doctrine Rent. None^of these fucts does the economist 
Ascertain for himself, lie takes tliem, as the realized results 
of other ^ciences, and makes them the premises, the 'starting 
point,* of his own. 

•Eveu the fact*of the indisposition of men to strenuous exer- 
tion, from which is deduced the j^rinciple th!tt they will, so 
far a& tTiey are iintelligent and are left free^to:>act, always 
buy in the clj^apest market, is n^t found by the economist. It 
is* furnished, ready to his hand, Ijy the mo^jfil philcsopher. 
The ecoiiomist takes from all scie»ces, by turns, all facts which 
bear upon the one subject, wealtli ; considers thegi onlj^so far 3 
as*they bear thereon* ; and puts them together and builds them 
up into a ‘‘body of knowledge” which he calls^the Science of 
Wealth, or Political Economy. Even in tlie field Ox priv.cs and 
wages, the distinction sliouhl always be observed bet?v^ecn the 
economic statistician, who finds the facts, and the economist, 
Vho puts the facts into their place in the industrial system.^ 

36. Political Economy and^Natural Theolo^y.—I^^of. 
Cliffe Leslie has shown the powerful influence exerted upon 
the economic views of iVdam Smith, who, as Professor of Moral 
Philos()] 3 hy in th« University of Glasgow, had iJccasion to 
teacluboth Political Economy and Natural Theology, by the 
assumption of a beneficent natural order of i^society, to tlie 
disturbance of which bv human institutions are due all the 
economic evils that afflict mankind. Tq this order-oi-nature 
it shouffl, ffccording to Dr. Smith, be the unceasing effort of 
mankind^to retur^ ; and the }K)litical economist will fully dis- 
charge^himself of his mivS^^on as an investigator and teacher 
when he joints out the path by which mankind may make 
Hheir way back to that state in which all things economic will 
work together for the good of the rac . 

Now, this subjection of political economy to the interests of 
natural theology is wrong. I do not say that good natural 
theology^will make bad politic*.al economy. * I*content myself 
with as^gfting that political economy has just as much right 
to be incTe^endent of natural theology, as have astronomy and 
geology. Th^re was a time when the students of those 
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sciences were deemed to be bound to restrain tjieujselves within 
the supposed requirement] not only of natural theology, but 
also of revealed religion. We know how mischievous were^ 
the consequences of that subjection. ^ 

Political economy owes nothing to natural theology. * The 
economist, is under no obligation to any asstiriiptibns derived 
from that source!?’. He has ito more right to start witli the 
theory of an’iori^r of nature which is purely beneficent,- than 
he would have to start witli t^'e opposite theory *of an order 
of natuR? wholly maleficein. ‘ As economist, he has no missioli 
to “vindicate the ways of G(^d to man.” He is to inv^tigate^ 
H;he la'^^s of dvealth. That duty he will best discharge by 
reasoning as justly as his mental powers enable him to do, 
from economic Tjremises which have bi^en established by ade- 
quate induction, and'from such only. 

36. Political Economy and Political Equity .-^The boun- 
dary line between ethical and economic inquiry is perfectly clear, 
if ^ne will but regard it. Great confusion has been engen-* 
dered by writers in economios- vvandering olf into discussions of 
political equity. The economist, as sucli, has notliing to do 
with the question whether eiisting^ institutions, or laws, or 
customs, ar(^ right or wrong : why right, tti’ how far right : 
Vhy wrong, or how far wrong. His only concern with ihem 
is to ascertain kow they do, in fact, affect tli'i production and 
distybution of wealth. 

It is time that if th^ sense of injustice be awakened in the 
mass of the peoj)le, or in any considerable class in* the com- 
munity, industry, frugality, and sobriety arq^ likely to be in a 
greater or less degree irapai^ed^ and 4 thus the productiqn and 
distribution of wealth will be affected. But it is whollj because 
of the effect last indicated, and not at all ))ecause of its ethicari ' 
character, that any social arrangement or j>olitical institution 
comes within the consideration of the eeommiist. •• 

Indeed there is reason to believe that such arrangements 
and institutions do ^lot necessarily produce economic^ evils in 
proportion to the degree in which they violate politid^l^equity. 
A custom or law might conceivably be inequitable* in the 
degree to be flagrantly iniquitous, yet exert ^nly a slight 



/DELATIONS TO OTHER SCIENCES, 


«7 

influence ppdh the production or distribution of wealtli. 
.Another, presenting so gfeat an array of reasons in its favor 
that many ethical writers would strongly approve it^ fniglit, 
by ergss*#!^ popular prejudices, or through some wholly adven- 
titious feature qf jts own, become* a mighty eo#)nomic force 
for mischief. Indeed, it is not at all because social arrange' 
men^ pr j)oliti(^al institution is Avrofig, but becausejiCople think 
it wrong, that it does harm in the domain jf W(*altli. "riie 
s^^stem of lan?l tenure against Afliicl] the ])(*asant7-y of Jreland 
^•e so largely in revealt does an a^iiount niischie'f Avhicl; is 
wholly fndependent of the consideration Avh(‘ther the Irish ^ 
people or the Knglisli Parliament be at fault in tTie niafter. 

37. Hespect the Limits of Economic Inquiry. — Hence we 
say that the limits of strictly economi <4 iiupfiry should be 
scru])ulouslt" resj)ected. The writer on ethics Avho d«enis the 
greatest good of tin* greatest number the ultimate rule of 
right, may make excursions into economi(N, in ord(‘r to judge 
of the moral (piality of an act, a system, by its efre(‘ts 
the production and distribution of wealth ; but th(»econoni^st, 
on his })art, has no occasion tot^*ross the boundary line. The 
French writers, who haye.*in g(*n(*ral, been singul^^rly just in 
their apprehension of the character an<l logical method of < 
politi(?!al economy, liaA'e, more than all others^ erred on this 
side. Many of thfm Atrit^ throughout Avith a sale glance at 
the existing social system. They jirofess to be Intent on*the 
fiolution% of .economic problems, AAdiih* directing* their efforts 
toward th^ vindication of political arivangements. The writ- 
ings of the admb'able Fre<leric Jiastiat are dee])ly infected 
with i\m ^rror. lie strivdh incessantly to prove that the insti- 
tution of ])roperty is ^ust ; whereas the only concern AAdiich, 
as an economist, he has Avitli th.at institution, is to inquire how 
it influences^ the action of mankind in respect to wealth. 

38. Sentiment and Political Economy. — Iding rigidly 
to the same view of the nature and scope of/'cononiic inquiry, 
we see tlAt those who alloAV their opinions to be in any degree 

•shaped b^%7hat is called sentiment, are qj^ually wrong with 
those who sneer at any recognition of sentiment by the econ- 
omist The eSonomist’s own sentiments should be put com 
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pletely out of sight ;f he has only to do with tae sentiments 
of others, and with these only so far as they affect the actionf^ 
of men i?i respect to wealth. 

We shall have occasion to observe that feelings o'* jtjstice, 
of compassion, of respect, of kindly regard, m.ay greatly influ- 
ence the fents paid in any country, by tenants to landlords, or 
the wages paid by cmploVers to workingmen or ^cvrking- 
Women. So fai as such sentiments produce tliese effects, they 
require to be recognized as economic forces. 

89. Eolation of jc^oliticf.! Economy to Sociology. — 

^ Comte, whom we have^ already quoted, as denying to political 
economy the character of a true science, because its history 
did not, as he esteemed it, bear the tests of continuity and 
fecundity, also held^that the phenomena of wealth should not, 
and could not advantageously, be considered apart from the 
facts of the intellectual, moral and political order with which 
they are closely interwoven. Society, he held, must be con- 
giciered in the totality of its^ elements. All isolated theory of 
a particular' aspect of social life, such as‘*wealth, or of a single 
order of relations, e. g.^ tlie c jonomic, he regarded as essen- 
tially vicioijs. The laws and condiiions of ^wealth, in the view 
I of this writer, are a single thread in a closely knit web of 
social interests^ and concerns, from which no one can We dis- 
connected, to be contemjjlated by it^^elf alone. 

To this opinion, Mr. J. S. Mill has made what seems to be 
a conclusive feply : 

“ Notwithstanding,” he says, “ the universal consensus of the 
social phenomena, wdiereby nothing which fJikes place in any 
part of the operations of society, is* without its slnq;c%f influ- 
ence on every other part, and notwithsttinding the paramount 
ascendency which the general state of civilization and socia? 
progress in any given society must hence exercis^^over all the 
partial and subordinate phenomena, it is not the less true that 
different specips ^f social fact| are, in the main, dependent, 
immediately, and in the first resort, on different* kinds of 
causes, and, therefore, not only may with advanta^but m«i4« 
be studied apart, just as, in the natural body, we study separ- 
ately the physiology and patlylogy of each the principal 
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organs and tissij^s, .tliough every one is acted on by the state 
of all the otlfe»s,^and thoiigji the peculiar conditions and gen- 
eral health of the organism co-operate with and often predom- 
inate overj^the local causes, in determining the state M any 
particular cffgan.” 

#0. Qbatacles Vl^ich Political Economy En&onnters.— 

It is worth while to note certain oj)staclos wlrfch the econo- 
mist encounters in<his efforts to secure the popu^r Recognition 
»and acceptance ^f the laws of wealth, as he discerns them in 
his%tudy of man and society. Two of thtj^se mj^ybe regarded 
as whollyi peculiar in kind, or highlj^ peculiar in the degree in 
which political economy encounters thefti. 

The first is well expressed by Prof. C^airncs : Its close 

aflinity to the moral sciences brings it constantly Jnto collision 
with moral feelings and prepossessions, wlflch can not fail to 
make themsetv(‘8 felt in the (\iscus8ion of its principles ;* while 
its conclusions, intimately connected as they are with the art 
of govetnment, have a direct and visible bearing upon huma^i 
conduct, ill some of th# m9st excitffig pursuits of hie.” Arch- 
'bishop Whately had the same in^view when he remarked th^ 
tlie demonstrations of Euclid would not have commanded uni- 
versal assent had tlfey been apjdicable to the puf suits and 
fortunes of individuals. 

41. Another of the obstacles referred to is foufcd in the fact 
that political economy has to do Avith •iiffairs so ordinary apd 
familiar ^that men, in general, feel thomselves. competent, 
'irrespective of study or of special experience, to form opinions 
regarding fhem. jThe more closely men are concerned with 
rfny matJ^T, the harder it is%to maintain the authority of liie 
learned bofly which assumes to engross scientific knowledge 
(fi the subject. 

Few are presumptuous enough to di-^pute with the chemist 
or mechanician upon points connected with the studies and 
labors of his life ; but almost any man who can read and 
write feelsiat liberty to form^and maintaiff (Opinions of his 
^wn upon tfijidc and money. 

Now, this is not wholly of evil. The plaih common-sense of 
unlettered men dias not infrequently served as a correctivottg 
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economic doctrines too finely drawn for the pjirposes of legis- 
lation, perhaps based rpon a partjal and disparaging view of 
human nature. But while thus, in the ap})lication of political 
econoiiiy to the art of statesmanship, the self-assert^ioii of the 
uninstrueted mind has not been without its a^vSntages, tliis 
disposition has certainly hindered the dev(^ldpment of^-political 
economy <as a'^science. IJhe economic literature of every suc- 
ceeding yftir "embraces works conceived in the true scientific 
spirit, and works exhibiting the most vulgar ignorance of his- 
tory ‘and the most flagrant contem})t for tlie conditions of 
economic inv(‘stigatiou. It is much as if astrology ere being 
pursued side by side '*vV*ith astronomy, or alchemy with cjiem- 
istry. 

42. A third obstacle which political economy encounters 
arises from the us^of terms derived from the vocabulary of 
every-Uay life, such as value, exchange, wealth, rent, ])rotits — 
\\dth some of which are associated in the ])opular mind con- 
fjeptious inconsistent with, or, at tinu^s, perhaps antagonistic 
to, those which are in the view of,th^ writer on economics. 
Thus, as we have seen, the economist uses the word, value, in 
the single sense of power-in-exchange. Common sp(‘(^ch mak(*s 
every thiifg valuable which is useful, desirable or meritorious, 
irrespective of the consideration whetluT, by reason of its 
scarcity or tire difficulty of securing it, tin.; or that article so 
sppken of confers u]>ondts possessor the power of command- 
ing in exchange the labor, or the products of tlie labor, of 
others. 

The chemist, the geologist, the botanist, on the other hand, 
invents terms for the classes of objects or the classea-iof jdie- 
nomena which he is to discuss. The reader carries with him 
into tlie discussion only the idea of the thing which the author 
has created for the purpose. If the writer be clear, and the 
reader be careful, there is no danger of, a failure ol understand- 
ing, But, no matter how precise the one may be in definition, 
or how close the 'attention of the other, it is inevitable that the 
use, in economic discussion, of terms taken from ^e vocabttfc, 
lary of common life, should engender confusion, from the 
practically irresistible tendency of the mind of the reader, and 
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even, in a degree, of the writer, to slip back to the habitual 
meanings of the ’^ords employed. 

43. So strongly has this last disadvantage pressed* upon 
some wit^ys, that tlie^; have been impelled to resort to 
strjgige and fofeign, terms to obviate the ditficully. Thus, 
Archbishop AVhately* treating political econon^ as^ tlie sci- 
ence 0 ^ jxghange, iyitroduced the Greek word, Cata^ljictics, to 
exj)ress the scopiJ of his inquiry ; and Prof. IleSrn has given 
to lij^ admirable book fhe name, Pluto kg^y, to esc^jc the vjgue- 
nesf of meaning which*he thought l^e saw fn the po})ular use 
of the word weallh. ^ 

44? The Departments of Political Economy. — Alf the 
questions of political economy are both conveniently and 
a}>proj)riately discussed under four titles ^ Profluciioii, Ex- 
change, Distribution and Consunq)tion. • 

Of late, a disposition has been manifested, on the part of 
riijiny writers, in England and America, to drop these familiar 
titk‘s ; to decline to admit any departments in ])oliLical econ-* 
♦niiy ; and to treat of production and distribution, e. as no^ 
S(‘[)aral)le in (‘conomic discussion. •* 

This has unquesti(i^iably iVen stimulated, if, inde^l, it has 
not been generated, by the wish to bring ])(j4itical economy 
into a strictly scie^tilic form, with Avhich the^ recognition 
of distinct departments* luK been de^^med incomj)atihle. It 
*n:ay be doubted whether our knowledge of the laws of wealfh 
Jnis 5 "et ivached the degree of coiiq)leteness and assurance 
whicli would allow a science to be constituted after the lofty 
idi*al of these wrifers. Meanwhile there seems reason *o 
believe tlT;it»the abandonment of the familiar and useful tt rnis, 
production, exchange, * distribution and consumption, has 
caused some very im})ortant considerati.Jiis to be overlooked. 
“ Xothing,” said Edmund Purke, “is so great an enemy 
to accuracy of judgnuhit as a coarse discrimination ; a 
want of such classiticaiioii an^l distributioi^ aj the subject 
admits of.”« 

Now, ckfa'rly the subject, *wealth, admits of .being considered, 
first, with respeot to the motives which lead to its production 
and the conditions under whi^di ^)roduction takes place ; 
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secondly, with respect ^jto the laws which govei;ji'the exchange 
of products in the market ; thirdly, with respect to the fofoes 
whipk distribute the product of industry, in larger or smaller 
shares, among the several classes of .persons who »tak^ part in 
productionf; fourthly, with respect to thc’ influences which.the 
di^ererit^moAes of consumption exert upon the disposition 
and the cbi^Uy to take part in the futMre produption of 
wealth. ' . , 

Aiid if weq.}th admits of being considered in these several 
aspects, it seems to me cl%ar that such a classificatic^p will Con- 
duce both lio completeness of view and to accuracy of judg- 
ment. We shall have occasion to note (Pars. 247-249), a 
very striking instance of the mischief that has arisen 
from the neglect* of this classification by recent writers in 
economics. ^ 



PAKT IL— PRODUCTm 


CHAPTER I. 

LAND AND N4TURAL AGENTS. 

m 

45. What is the Production of Wealth P—By this term we 
signify all those acts and courses through *which it comes 
about tliat an article confers upon its possessor the power, 
irrespective of legal authority or personal sentiments, to com- 
mand, in exchange for itself, the labor, or the products of the 
labor, of others. Briefly and somewhat ellipti^‘ally, we^ay 
say, the productiorf of wealth means the creation of valuer 

This, of course, does notf imply the creation of matter ; 
it does not, of necessity, imply even a change of foiin in the 
thing which before had not value but now becdtaes possessed 
of!t. 

40. Modes ot ProdjLCtion. — A distinguisflied German pro- 
fessor has classified values, in resjTect of their origin, aj tirae- 
valul, place- value, and form-value. Thus, a qake of ice which 
has no^ value in the winter may acquire value through being 
kept over inter the following summer. The preservation of 
the fee, whatever of efk>rt and care and expenditure that may 
involve, is the production of wealth to that extent. The 
value thus created would be, in the phrase of Prof. Knies, 
time-value. 

Again, a cake ofi ice which has in summer a certain value in 
the region where it was first formed, say, Maine, would have 
a mii^h higher value in a* semi-ti*opical*r^ion, where water 
is seldbm frozen at any season of the year, say, Louisiana. 
The transportation of the ice, and its protection from the melt- 
ing heat (5f the climate, would be a further production of 
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wealth. The value thus created would be, in the, phrase of the 
writer already quoted, 'ph^c-value. 

In neither this nor the former case has human effort effected 
the foimation of the ice, which work was the gratuitojis oper- 
ation of nature. The vast bodies of vfiPues created by com- 
merce are mainly what would be termed plfice-values, thcf* 
value created in giving form^to the articles concerned being 
but small iii oomj,>arison. ^ * 

In the creation of fornpvalue, there is the wifJt'st possible 
range of, operations, mechanical or chemical, from that of tli6^ 
agnculturist, by whose intei^’cntiori the 1>]ack earth nf tlie" 
prairie is transmuted into golden grains, to that of the lace- 
maker, whose whole industry is to arrange his gossamer into 
fantastic shapes. However little the material may he wrought, 
and by whatever agencies that little may he effected, we say 
that weal^ is produced wh.eiiever value is added oi acquired 
through any act or any jn’oe-ess. 

47. The Agents of Production. — Tlie three primaiy agents 
in the j)roduetiou of wealth 'ire Land, labor and Capital. 

48. Land. — The school of economists in France, prior to the 
revolution, who were known as tlie Physiocrats, insisted ujiou 
regarding larn^ as the sole source of wealth. According to this 
school, of which the physician Quesnay was the founder, labor 
is incapable of creating value excej»t as employed upon the 
soil. Agriculture is, therefore, the solo means of increasing 
the ivealth of a nation. All applications of labor or capibal in 
manufacture, in transportation, or in trade, must be barren, 
since there is no net j>roduce remaining, as in agriculture, f 
after the expense's of cultivation have been met. 

There was this much of truth in the physiocratic theory, 


* Labor will form the subject of Chapter II of the present book ; Capital, 
the subject of Chapter III. We shall necessarily speak of labor and of 
capital before reaching those topics, in their due order, but what wc shall 
thus say will be confined within limits^ which will allow no misunder- 
standing on the part d^f the reader. 

t That there is a surplus in agriculture, over the cost of prod action, Is 
sufficiently proved by tho payment of rent to the owner of land. (Sec 
Chapter on Rent.) 
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that the raw material of all manufactures^ the subject matter 
of all trade* and transportation, conics originally from the 
soil ; and its value can not escape the influence of the great, 
comprehe^ive principle to which we give the name, “ tlie law 
of dimmislfln^ returns il! agriculture,”, the princi|>le, namely, 
tin'll aftar a certam siage of cultivation has been reacjied, the 
soil faj^ls to yield a ])ro}>ortionall 3 ^ increased 1‘eturti to rtew 
applications of laliDr and capital. Since, then, |iiif^ law is so 
•far-reaching aiffl all;embracing 4liat even the operations of 
trafle and manufacture^ do not escape its ii^uenie, it requires 
to 1)0 staHi'd here with great preci^i?)n and fullness of illustra- 
tion.^ There is no use in the reader gfling on if ke doeg not 
master this principle in all its bearings. He might just as vv^ll 
fc'top short here, for, as Prof. Pairnes has said, #if this prin- 
cinle did not exist, the science of ])olitical economy would 
be as coni})lefely revolutionizt'd as if human nature itseTf were 
altered.” 

*49. The Great Law of Agricultural Production.— In anj^ 
given condition of tht* art of agficulture, there is ^a limit to 
the amount of labor and of capital which can advantageously 
be employed or expended upon a given area of land^ If, after 
chis limit has been rfaclu*<l, more laborers arejemijlCiyed, each 
will have to be content with a smaller quantity of jiroduce at 
harvest. And, in tke smiie vv\a.y, if more capital^ie expended 
.upon the land, each dollar of capital— ^vhether in the form ^f 
hoes or c^rts^or oxen, will make a smaller <ulditiou to the crop 
•of the year than a dollar expended before tlie point of dimin- 
ishing returns wjis» readied. AVe shall sufliidiujtly illustrate 
the princij)le if we confine <iur view to a])]>lications of labor, 
assuming tfie amounts qf capital to increase corresjiondingly 
v^lh the number of laborers. 

60. Increasing Returns. — Let u^ suppose that ten labor- 
ers, with a ce*rtain outfit of tools and implements, arc engaged 
in cultivating^ in common, a tract of land of a hundred acres, 
producing 000 bushels of wlu^it a year, being twenty bushels 
jii^ r acre, ai8l two hundred bushels per cajiita. Now, let it be 
su))posed that two new laborers appear and Join themselves to 
this company. •What will be the crop of that year for the 
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united twelve, assuming agricultural condit^ns constant? 
Will it be 2,400 bushels, or more, or less ? Tlie'answer to this 
question will depend upon whether the point of diminishing 
returns* has been reached with the original ten laborers, or 
not. If not^^ the crop of the new ybar may be hot merely 
2,400 bvshels, but even more, say, 2,500 bushels, since, fhe 
limit of the chemical capabilities of the soil not being rejiched, 
the mechamcai advantages which result froia the division of 
labor, to be explained under a subsequent title, will enable < 
the twelve l^borem to raise more, per man, than the ^en 
could do. 

51.*Diinitiishing Eeturns.— But if the limit indicat o/l in 
paragraph 49 had been reached when the ten were laboring 
together upok the land, the new crop will fall short, much or 
little, of 2,400 bushels ; and consequently, each of the twelve 
laborers Avill have to be content .with less than *200 bushels. 
Let us suppose the crop to amount to 2,280 bushels, each acre 
producing 22.8 bushels. Each man will, then, receive iSO 
bushels a^ his share. ‘ 

Now, let it be supposed tli^at three additional laborers are 
received into the company. Will die crop now be 3,000 bush- 
els, or 200'bushels per man of the fifteen ? Clearly not. Will 
it prove to be 2,850 bushels, 28.5 bushels per acre, giving each 
man 190 buslfels as his share, as before ? Kot if the industrial 
character of the laborerl and the knowledge of the art of agri- , 
culture undergo no change. If twelve laborers njake the land 
yield but 22.8 bushels per acre, the fifteen can not make the ^ 
same amount of land yield 28.5 bushels per acre. The crop 
will be something less than thaU: say, 27 bushels ^er acre*, 
which would give each man 180 bushels. 

If, again, we suppose five additional laborers to join tlfe 
company, the crop will not be 40 bushels per, acre ; as would 
be necessary in order to give each man 200 bushels, which the 
original ten received ; or 38 bushels per acre, as would be 
necessary in older to give each man 190 bushels •which the 
first twelve received ; or even 36 bushels per acre^g would be* 
necessary in order to give each man 180 bushels, which ihe 
first fifteen received ; but the crop could not be forced by the 
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labor of tFenty laborers above, say, 32 •bushels per acre, which 
♦would give cacijh of the Itiborers 160*bushels. 


No.’of lalfcrerB. 

No. of ImBbela per 
acre. 

iTotal No. bushels on 

1 the whole tract. 

Each laborer's 
share. 

10 

20 

2000 

20p 

42 

22.8 

2280 

190 

15 


2700 

180 

20 

32 

3200 

160 


In like manner, it w’ould he fouii^l that, however far the 
accession of new laborers were carried, each rie^ arrival woulS 
result in reducing the quantity of grain which each laborer of 
the entire body could obtain by a yeai;’8 wofle. This reduc- 
tion of per capita produce would go forw^ard, at Qrst slowly 
and afterwards rapidly, ufitil the result would he reached, that, 
wdiereas the original company lived comfortably, or even lux- 
uriously, the forty or fifty w'ho J^ad come to wor^ on the 5hme 
area would be found living wretchedly, perhaj* reduced \o 
the verge of starvation. 

62. This CoiKiition is Universal. — About th(v universal ap- 
plication of this condition there can be no intellTgent questiop. 
There is not an acre of land on the face of the earth on which 60 
and afterward 120 busl^elsof wdieat can be raised by the appli- 
cation, first of twdee, and afterwarS of four times, the atnount 
of labor heeded to produce 30 bushels.* At some time in the 
progreasive cultivation of every field, sooner or later, accord 
ing to the flllTe of agriculture, a stage will be reached after 
whicTi ♦every successivf increment of the product will bfe 
obtained only throilgh a more than proportional expenditure 
of labor. This condition applies, not only to the cultivated 
field, but to grazing lands, to the mine, the forest and the sea. 
It governs the cost t)f producing fish and whale oil ; fuel and 
timbej for manufactures ; coal, iron anjJ copper, for the fur- 
nace a%d the forge ; wool for clothing, and the carcasses of 
cattle and sheep for food. The operation of the principle is 
in some of these cases obscured by the accident of great dis- 
coveries of natural stores and resources, or important inventions 
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in the chemical or mecilianical arts involved in the extraction 
of these articles for the u^c of man.*« 

63. The Law of Diminishing Beturns in Application to 
Manufactures.— Sucli is the law of diminishing r(‘turnsun (igri- 
culture. As has hec^n stated, no part of the field » of produc- 
tion hut is^ overshadowed by this great dominating condition 
of human life anh labor. N«t only is the whole body pf,a(^ri- 
cultural ])rodhcev^ubject to its influence, but tlu) raw material 
of all manufactures, and the subject matter.- of all trade and 
transpoi^.ation, ef»ining originally from tin,* soil, are affected im 
value by the increasing diAculty which attends eaeli suc- 
cessive incremviit of product. ^ 

But while no })art of the field of production lies beyond the 
shade of this iv'imary condition, various classes of products 
ar(‘ affected by it in very different degre(!R, according as they 
stand noa*rer to, or further from, agriculture or tte pundy 
‘‘ extractive ” industries. Thus, every product of iron, is in 
son^ measure, subj('ct to the influence of this condition. If 
a greater and^ still gn^ater (piantityof iron‘or(‘ is to be derived 
from a given number of knowiuvinines, this involves mining 
at a lower .and still low('r dejdh, •uddcdi, in turn, involves a 
greater exj>eiflliturc of labor in hoisting, ventilating, ])ump- 
iiig, etc. * 

But it is only tlie iron, as ore, or as ^an- orc*‘})roduet, which 
is subject to this condition.* If a hniidml weight of ore be 
rendered into pig iron, the cost of the latter will ho very liiuch 
increased by the necessity of mining at an iruTeasing, depth. 
If the pig iron he taken to the forge or foun^iy^ and there 
Tendered into plate iron or stove castifJgs, the cost of tljethtter 
will he enhanced but little if any more, siHce the production 
of wealth, (i e.,the creation of values) by mecbanical pro- 

* ft has been shown that this principle of increasing difllchlty, or of 
diminishing returns, applies even to the Imrvestfng of crops. Roschcr 
quotes from Von Thtinen a table showing tlie exp(!rience of agricultural 
laborers in attempting to*glean all the pouitoes of a field. Supposing 100 
scheffels to represent the quantity grown on a given area, a si iigA laborer 
could gather 30 in a day, while the average of the first four laborers would 
be 20. But the fifth man would only gather 8. 6 ; the sixih man only 
4.4 ; the seventh man only 3, and so on.. 
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cesses, is^t subject to tlie law of diminishing returns. * Ten 
men in ni^hani(;al pursuits can produce ten times as much as 
one. If, again, the iron he rendered by successive processes 
into fiiK^screws, knife-blades or watch springs, the fiist cost of 
the matc^ial^ becomes •small, in comparison with the cost of 
file labor expentlecj in working and perfecting if. 

Mr. Babbage, in 1832, estimate^ that bar iron of" the value 
of $irb2came \^!-th when manufactured into^ • 

Slit iroifior rails . . . $ 1.10 

Horseshoes . . . * . ^ ^ 2.55 

Wood saws 14.28 

Scissors, best . . . . ,446.94 

Penknife blades . . . . 657.14 

It is evident that the only part of tlie c;^)st of the $657 
worth of knife blades, here, wliich is illTected by the condi- 
tion of diminishing returns, is the original dollar’s Vorth of 
bar iron, and the cost of the bushel or two of coal necessary 
•to produce the mechanical ])owerand tlie melting and temp^m-- 
ing heat for the successive processes of manufacture. 7\jn 
increase of the difficulty of myiing which should double the 
price of bar iron inigly^ alTefct the price of senssors very 
slightlj^ • 0 * 

64», So far, then, as human wants can he^niot through the 
elaboration of tin* rav materials taken from tlie soil, there is 
a constant tendency to ^ greater ainl still greater satisfaction 
of th%se ^wants, through the perfection of mechanical and 
chemical processes. But, after all, the chief concern of the 
masses of th^^'ople is with the cost of the raw materials of 
food, iJothiiig and shelt<^-. The bulk of their consumption is 
of coarse forms of agricultural produce, simply prepared. It 
is of no advantage to the lahortT that at a small additional 
expense he can have his cotton n . .)ugdit into forms which a 
century ajfo w’ould have excited the admiral ion of a court, if 
all the cotton he can jirocure is not enough to keep him 
warm. • 

65. Tflbe Soil, a Fund for the Endowment of the Human 
Bace. — Subject always to the condition which has been 
described in the foregoing paragraphs, the soil, consisting of 
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rock f ulvenzed at one period or another of the world’s exist- 
ence, constitutes the sole ^original endowment of# f!he human 
race. The different varieties of soil possess the capability 0/ 
rewarding human labor in very different degrees ; b^jt every 
kind of decomposed rock will, if treatefl with due (Juanlities 
of water, yiefd vegetables, grains or fruitg for man’s tfoodj 
fibers for Iiis clothing, timb(jr to construct his house, fue^l to 
warm it. the undecomposed rock v^ich forme the 

crust of the earth, constitutes a store from ‘^'liich human 
wants naay be siipplijjd, though in smaller degree and with 
greater pains. Metals and ^•minerals, of an almost tnfinite 
ijumber^ of meclfanical, chemical, physiological, are 

extracted by the aggressive enterprise of man from the very 
rock whicli has ^withstood unbroken all the effects of fire and 
frost, earthquake and* torrent. It is wdiolly upon this natural 
endowmeftit that the race have lived in the past ; and it is the 
extent of this endowment which is to determine the maximum 
number the race can reach, and the longest period of time ” 
through which the race can survive. Noiv, of this fund with 
which mankind are endowed, we note, in addition to the lim- 
ited capability of prodn(‘tion Vithiq a given season, upon a 
given art'a, itW'eady dwelt upon, that the fuifl, in the present 
sftate of the art of agriculture, is subject to waste and possible 
ultimate exhaustion. 

66 . Exhaustion of the Boil. — ThoSe writers who advocate 
what 18 known as the ^policy of Protection, have madq» great 
use of the fact that the soil is subject to exhaustion ; that its 
productive capabilities are, in the strict sense ^of theVord, a 
fund, from w'hich so much and no moye can be taken. li[*,sides 
the outright destrucstion of fertility due ^to wanton abuse of 
nature, the ordinary prudent use of the soil steadily dimin- 
ishes the fund of productive essences from which future gen- 
erations must draw their supplies of food,^clothing ahd shelter. 

‘‘ For ever^T’ fourteen tons of fodder carried off from the soil,” 
says Prof. J ohnston* “ there are Carried away two casks of 
potash, one of soda, a carboy of vitriol, a large deuijohn of 
phosphoric acid and other essential ingredients.” 

But what becomes of the materials thus taken away? 
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Surely, if the doctrines of modern physical science are trhe, 
no^orce can Ipst out of yature ; coiwumption must he fol- 
lowed by production in other forms ; or, rather, consumption 
is nothing i)ut the production of new forms* ’ 

It is truelbh^ no force* can be lost out of nature ; yet force 
may be twaiismutei fyom forms in which it ministefs to human 
wants irjfo^ forms in which it serves jio purjmse lasefid lo man, 
as, for \!xample, yhen your house burns down^anl goes off 
•into the air, in siiddep heat and vath'a great smoko ; or a cer- 
tain amount of force may be so dissi|5ate(^ that^ men can no 
longer cii!])loy it for their advantage. The productive essen- 
ces Uiken from the soil, in the form of f<^>d for map and beast, 
may, without being diminislied in actual amount, be so scat- 
tered as to be unavailable for the nourishment ^of vegetable 
life in the future. 

“Whenever,” says Prof. R. E. Thompson, ‘^the pioducts 
of the soil arc consumed in the vicinity of the farm, the far- 
mer will have at hand the mi‘ans of making such a return to 
^ the soil as will keep up and even increase its fe^tV.ity. But , 
whenever they are transported a considerable distance for 
consumption, the power to raakb an adecpiatc return to the 
soil is seriously diminished, if not absolutely destr^'yed. The 
richesft soil can not long sustain such a process of exhaustion, 
if its proprietors ^ire engaged in sending its natural wealth 
over land and sea to a distant marker”, 

67. iVeo^Trade and Exhaustion of the Soil, — It is upon 
this the protectionist bases his chief argument. lie claims 
that local marl^(‘t.^ should be everywhere created to prevent 
what he vflills “ earth-butcljery.” The tendency to make new 
countries the magazines from which older countries draw their 
supplies of raw materials should be crossed and checked by 
legal impositions, not so much up.ui the exportation of the 
raw materials from thj; former, as on the importation of fin- 
ished products from the latter. Every considerable community 
should bS driven, against the^mpulses of ifnmediate interest, 
to fashion for its own consumption the materials produced from 
its own soil. 

Now, the most obvious and natural answer to this is, that 
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meif are the best judges of their own interests^ and that pro* 
ducers and consumers should be le/t to makp tlTeir bargaips 
unhindered. But it will appear, in the further progress of our 
inquiry^ that the interests of individuals do not always consist 
with the interests of the community. • This is clearly seeti, in 
the case of the felling of the forests, wlv^re* immense injAy 
may be &cuie te the soil, a^ injury perhaps that is prqclically 
irreparablef tli^’ough the selfish action of a ^few persons seek- 
ing their own immediate adwintage. , 

If the same is not^tnid in an equal dej^rcc of the abuse*^f 
the soil through an exceftsivc drain upon its pi^ductive 
^ essences, du^^ to the pa!5sioii for sudden gain inducing the, cul- 
tivators to take much from the ground and })ut back little, 
this is due to^two facts. First. Tlic arable land of a country 
is generally owned by a larger number of persons than the 
wood Icfnd, so that more of those who would stiff er by the 
effects of an abuse of nature are in a ]K)sition to prevent abuse. 
Secondly. The consequences of “earth-butchery’^ in the 
destruction of forests arc fnore instant and less remediable 
than in the waste of the soil cultivation. 

58. Some Waste Una voidable.-^-The liability to exhaus- 
tion of the'sioil, through exportation of it^ produce, is a fact 
♦properly to be taken into acc.ount. The importance Vhicli 
should be attributed to the fact is a matlMr of question. I 
believe the ])rotectionist writers generally give it more weight 
than it deserves, cliiefly through omitting two. considera- 
tions. 

First. Even the building up of manufacturing an(! commer- 
cial towns would not prevent a larg^ part of the wa^iNih 
In nearly all such towns, when of considerable size, the 
excreta of men and even of animals, and, also, to a great 
extent, the refuse of kitchens and of manufactures, are thrown 
into the streams and carried out to seQ. The utilization of 
sewage, on any large scale, has never yet been made profita- 
ble. It has been dt)nc as a matter of experiment, as & matter 
of sentiment, or to prevent the defilement of rivers ; but 
almost invariably it •costs, in the present state of the arts, more 
than a hundred cents on the dollar’s worth of soil-dressing 
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obtained. Somf waste of this kind seems inseparable from 
the human oft(Mipatioii of the earth. , 

* 60 . Natural Renewal of the Soil.— Secondly. The protec- 
tionist’s ai^ument overlooks the consideration that, rti addi- 
tion to*tlie progress of invention, postponing, though it may 
not aveiat, exhausliom a continuous addition is b(‘ing made to 
the soil available for the raising of Jood, through the decom- 
positiomof rocks aijd tlii* formation of rockdustj|(\s^>atliering). 

^The mountain loocs of its substan^ie by the for(‘e of frosts and 

• and the valleys are enriched it^i the;# material lluis 
worn aw«*y. Even the stones thaf lie in the earth, a mere 
encumbrance to cultivation, yield to lift' unceasiiig actipn of 
the elements tliat surround llumi and give up to the soil the 
same properties to wliicli its pristine fertility wa^ due. More- 
over, the (conversion of the nitrogen of tlie atmosidicre into 
nitrates (nitfilication), is continually going on. Tfi rare^ 
cases,” writes one of the most eminent of agricultural cluun- 
ists, “these agencies alone maintain a high state (d fertility 
as where red-ro(*k easily disintegra(t‘s and is (*xc(‘]>tionally ri(*h 
*in plant food, or where j>lains^ire fertilized by the matter 
}>roug]it from mountains a])d d(’])osit(‘d by stricams. More 
commonly, those nalfiral causes maintain a moderate produc- 
tiveneas only, and re(|uire tillage, irrigation and manuring to 
raise tin* ])rodu{cti(-tji to^ a high pitch : tillage, irrigation and 

j,inamiring all oj)erating toac(uderate a»id intensify roek-diyn- 
tegratioi^ and nitrification ; irrigation aiyl manuring acting 
•also by rephudng removed matters. 

“ Any regdon ,th-at has once b(‘en fertile for a period of fifty 
years, und^ f^ given systei^ of manag(mient, may remain fer- 
tile under tliat system forever, unh'ss the soil is removed or 
Ifhried by Hood, or unless the climatt‘ becomes unpropitious.”* 

*Prof. 8. W? Johnson, of Yule Coll(?ge, director of llie Connecticut 
Agricultural Experiment 8falioii. 

Prof. Johnson further n^marks : “ The crops that^tpnish us by their 
heavy acrca 5 |,‘-yield are not tlie crops that f(;ecl the nations. The wheal 
, fields and corn fields of ‘ the AWst ’ yield but 15 bushels of wheat and 
but 40 to 50 bushels of corn. The hay, the pasturage, which make up 
the grand total of our forage, are obtained at an average rate of one ton, 
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CHAPTER n. 

LABOR. 

80. The punter State. — The secoifd great agent in the pro- 
duction jof wealth is human labor. Up a certain lo«v^ pofht, 
the grosser ttiman wantc are su]f>plied by the bounty of 
nature. So h.ng as this continues, value ^oes not emerge ; 
wealth is not produced. Mr,n may live ^ like the squirrels or 
the monkeys, rrom.;he spontaneous fruits of shrubs and trdhs ; 
or, like other largo and lipree animals, he may pTey upon 
smaller and weaker species, which, in their turn, are nourished 
without care by grasses or nuts. So long as races of men 
subsist in thi,j fashion, they are doomed to remain few in num- 
bers, low in character, subject to occasional visitations of 
famine, the victims of ferocious enemies among the higher 
orders of animals, or of internecine war in the unceasing strug- 
gle for existence. Political economy has no more to do with 
men in 6i\ch a state than with the monkeys who compete with 
each other for cocoanuts an(J bananas. 

61. The Pastoral State. — Labor, in the economic sense, 
first clearl} appears in thei)a8toral state. " Here men no longer 
subsist on the bounty of nature, or ]>erish miserably and help- 
lessly when tnat bounty fails. They .no hunger hunt for nuts 
and roots and fruits which liave grown without care and with- 
out labor, qr for cr>;ual animals nourished upon the : pontane- 
ous products of the soil, bred and reared without human 
intervention. In the pastoral state, tribes t'^me the cattle and 
sheep and goats and asses which once ran wild^'ti,,'’Mng theih 
to be easily guided, handled and controlled, caring for their 


per acre. The 40 bushels of wheat, 90 of corir, 2^ tons of hay, tliatgood 
farmers, in long cultivated regions, gather, per acre, frem small areas, 
are exceptional. For these exceptional natural fertility, or natural 
manuring, or else exceptional artificial fertilization are required ; but for 
the agricultural production of the world “ im gromn undpamen** small 
crops per acre, fed mostly by natural disintegration of the soil and na^ 
ural nitrification, as by natural rainfall and natural supplies of carbqnic 
acid and solar energy, are the rule.” 
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subsistence, driving them to fresh pastujes, digging wells or 
diverting stfe^kiiis to give Jhem a constant supply of water, 
even cutting the abundant food of summer and curing and 
storing iHagainst the season of scarcity. The hunter pro- 
tects the aftim^ls he ha^tamed against those that ,still remain 
saf agc,«and folds oi; houses them against severe storms and 
protracted cold ; he bleeds, blistew and physics them in sick- 
ness ; superintends their breeding after their MinJ, and cares 
for the young lar beyond the power or the wisdom of the 
dafb. By all those; forms of labor, men# inti# pastoral con- 
dition mffike that to be wealth w^ich in a state of savagery 
was no wealth. 

62. — And of this social condition vre note two things : 

First, population i ncreases largely. Tt r(‘(|uires mijn}’' thousands 
of acres to support a family of hunters ; as manj" hundreds 
will support* a family of she})lierds. The animal that*in the 
one condition yielded, om‘e for all, a carcass of three or four 
hundred pounds net, now returns, for the little care given hef, 
five hundred gallons of milk every ^ear, making, if fhe owner 
pleases to expend some additionai labor, three hundred pounds 
of cheese. AnotluT animal that once yielded a jarcass of 
fifty pounds, covereTl with a pound of coarse^ stiff hair, now 
parts fvery year with four or five j>ounds of soft, flexible 
wool, susceptible ofi being wrought into forms olF the greatest 
beauty and usefulness. • • 

Secon(lly,^tlie subsistence derived by (communities in the 
^pastoral state is not only more ample ; it is also far more 
secure. lAen no longer subject to be swept by famine, 
as by a tefneane, from the face of the earth. In the main, 
subsistence, and with i^ existence, has ceased to be precarious ; 
if has become constant and calculable. 

63. Agriculture. — The next economic state is reached in 
agriculture. * Man no l[>uger skims the surface of the land ; 
he plows into the depths of the soil, and brings up the pro- 
ductive eifergies that lay hiddfen far below the roots of the 
grass on which the cattle were wont to p*aze. And now, 
where hundreds of acres were required to support a family, 
as many score suffice. Population rapidly increases. Man 
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and beast no longer wander to seek their food. Food is 
brought to them. Tiibes cease *to shift their place from 
season to season as the exigencies of j)asture demand. The 
cottage rei)laces tlie tent. New wants are felt, iiojv tint men 
arc not ol>liged to cany around with them- all they own. 
New and varied forms of wealth appear. 

To do only tlie things' which formerly Averc done, would 
require less e\'ertion, and consequently values tend to dimin- 
ish, since value measures, sneaking roughly, the difticulty of 
attainiiKuit ; Tint irtl)re things now require to he done ; tlnrc 
are more who feel wants, and each of thcun feels more Avants, 
than formerly, and hence the body of valut's increases, in the 
face of improvements in the arts which tend to substitute 
gratuity for value. 

64, Two Factors of Labor Power. — The labor power of 
any community, Avhether in the })astoral or in the agn(;ultural 
state, or in the higher state Avhere manufactures and com- 
m(*rc-e (‘nt(‘r, is compounded of two factors, that derived from 
the efficie^icy of the individual laborer, and that d(‘rived from 
Avhat we call by the son.tuvliat unsatisfactory term, the 
division of labor, which embrace'/^ the joint action of men in 
jiroduction, the diHereiitiation of ])roductive pro(‘.esses, the 
specialization of trades and the organization of prolluctivc 
forces. - ' ^ 

66. The Efficiency "of the Individual Laborer. — ^Fhe 
degree in Avhich tlu^ labor of an individual shall be eflicient in 
the creation of values, i, €., the production of Avealth, depends 
upon several causes. 

First: ITis inherited strength,® his original enodVment of 
physical force. This endowment varies greatly, not only as 
betAveen individuals of the same community, but as between 
communities, races and nations. Into the causes of Ihe 
differences in this respect existing, it not necessary to enter. 
That inquiry belongs to the ])hysiologist and the ethnologist. 
The economist has to do only Avith the fac^t. In the matter 
of sheer lifting-strength alone, the individuals of one race 
may, on the average, surpass those of other races by fifty, one 
hundred or tAvo hundred per cent.; while in the matter of the 
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use of that sti^eiigth, in operations at once difficult and deli* 
c^to, the range pf existing^differencesis very much wider. 

66, Relation of Food to Industrial Efficiency .~A second 
reason id tlie liigher industrial efficiency of the laltorers of 
one class or motion thaif belongs to those of another, is found 
iif the ^quantity and quality of tlie food consumed by the 
laborers of the two classes or i^tions, respGctivl'ly. The 
hiimair stomach boars much the same relatiof td the whole 
frame as the furnace to the stetm engine. In the one, as in 
tl^‘ other, must all the forces wliich are Jo drifc the machine 
be generated. In the one, as iji the other, the force gener- 
ated will, within certain limits, increase with the material 
supplied. 'With more find, the engine will do more work, i 
Wi th more foo d, the man will do more work. 

r>ut not ])roporlionally more. To a great ^efen 

nnuh', in Mce, to the introduction of new find into flic fur- 
nace vari(‘s a(‘c-ording to a priiicijde which is strongly analo- 
gous to that which governs the returns madt‘, in (ux)ps, to the 
ap]dicati(»n of new labor to land.^ Thus, if we siiopose that,* 
with a furnace of a given heigh| of chimney, 3 lbs. of coal to 
the scpiare foot of grate siu’face, are sujqdied, we should have, 
resulting from lhe*c(uisuniption, a certain amomit of force 
availiflde to do the ('iigiiie’s work. Hut that amount w^ould be* 
small. A great pgnl gf all the heat generatecT would be lost 
by* radiation in the tubes and thix^igh the cooling etfeql. of 
th(' waVw hi the boilers. Now, supp«»se that, iiJ>^toad of 
3 lbs., 6 are consunu'd. AVill tlie efficiency of the engine be 
doubled merely*^ No, the engine will do easily three times 
as miud:> ork. If 9 lbs. gre used, the power will be still fur- 
tlier increased, not onjy ])ositiv(dy but proportionally, tliat is, 
Ihere will not only be more power, but more power for each 
pound of coal. If 12 lbs. are eonsnnuMl, there may be a still 
further addition to tlje force genciated, not only jiositively 
but proportionally. It might be easily found that, with this 
amount «f fuel, the resulting*force would Be, •not four times 
as much as with 3 Ihs., but eight or ten. 

The parallelism which exists between thf economy of apply- 
ing labor to land and the economy of supplying fuel to the 
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furnace, is broken at one point. Labor may b^applied to land 
indefinitely with an incBease of absolute, tliougH not always 
of relative, production. But coal can not be added indefinitely 
to the fire beneath the boiler. 

67. The economy of supplying food to the huiuan machine is 
in a high degree analogous. If, for example, a laborer were sup- 
plied with only'lOO oz., j)er.week, of a certain kind of ^food, the 
laboring power , which would be generated by Jhe digestion and 
assimilation of that food would be very slight. After a course 
of such diet, the mar; would crawl feebly to his task ; woujd 
work with a very slight degree of energy when he first started 
out, and would soon become exhausted. Were 125 oz. given 
, to the laborer, he would be able, with no greater strain on his 
Constitution, ti accomplish an amount of work which would be 
not merely one quarter more, but largely in excess of it. He 
would perhaps be able to do one-half as much more. Were his 
subsistence to rise to 150 oz. there would be a still further gain. 
His efficiency would be to his efficiency when receiving 1 25 oz., 
not as 6 to 5, but as 7, or perhaps 8, to 0 . With 150 oz., the 
laborer’s diet might be rega,*:ded as sufficient for comfort, 
health and a reasonable developn ent of muscular strength. 
Let the amount of food be carried up to 200 oz., and we 
ishould have a liberal, generous diet, ample to supply ail the 
waste of the tissues, and to keep the fires of the body burning 
briskly, generating force enough to allow the laborer to put 
forth great m,u8cular rexertions through long period^ of time. 

Up to a certain limit, then, with food as with fuel, the true 
economy of consumption is found in increasing the supply. 

< Ni gg ardliness is waste, and waste jof the worst But» 

just as there is a maximum limit with th,e fuel, so there is witli 
food. After that limit is reached, the increase of food does 
not imply a proportional increase of force, if, indeed, any 
increase at all ; and after a certain still higher point is reached, 
the increase of food brings mischief. 

68. Under-fed Laborers. — The consideration here pre- 
sented is of great importance in explaining the varying effi- 
ciency of labor. Probably the inhabitants of the United 
States constitute the only large population in the world who 
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are thoroughly well-nourished ; that is, who have enough of 
wholesome foOdjto secure tjie greatest #60000107 of consump- 
tion. “ Many a Ffench factory hand,” writes Lord Brabazon, 
‘‘ never lis any thing better for his breakfast than*a large 
slice of commoji sour brSad, rubbed over with an onion, so as 
to*give*it a flavor.”, “Meat„” says a careful oljseryer, *‘is 
rarely^ tasted by the working classt^ in Holland If forms no 
part of the bill of fare, either for the man or h^ fa\nily.” Of 
the laborers of Belgium, an ofiiciakreport states : “Very many 
haje for their entire ^subsistence but* pqfatocs^ with a little 
grease, Ifrown or black bread, often bad ; and for their drink 
a tincture of cliicory.” Even through large portions of happy 
England, the fabled land of the beef-oat( r, there is a mass of 
unimpeachable testirnon}^ to show that the wqfking classes 
are able to obtain less nourislnrient by far than is necessary 
to the higlfest cfliciency of their labor. “ In the w^st of 
England,” wrote Prof. Fawcett, in 1864, “it is impossible for 
ah agricultural laborer to eat meat more than once a week#” 
Of the peasantry of Devonshire, f'^anon Girdlesto^e wrote : « 
“ The laborer breakfasts on Jea-kettle broth — ^liot water 
poured on bread and flavored with onions — dines on bread 
and hard cheese, at ^d. a pound, with cider very #washy and 
sour ; "and sups on potatoes or cabbage, greased with a tiny ' 
bit of fat bacon. He seldom more than sees or^smells butch- 
er’s*meat.” 

Now,1is to the want of true economy in thus reducing the con- 
sumption of food among the working classes, there can not 
be a moment’s question. The case may })erliap8 be best put 
by saying tiiat if cattle we^e not kept better nourished than 
are the majority of labprers in the world, it would not “ pay ” 
fo have cattle at all. It w(»uld be better to do without them 
entirely. Barely to keep them aliv^^ would require a lai'ge 
expenditure* of food, ^nd to give tiiem, in addition to this, 
only enough to secure a low grade of muscular strength and 
activity, Vould not make tlieiH worth their 5edp. 

09. Influence of Sanitary Conditions on the Efiflciency of 
Labor. — A third reason for the higher industrial efficiency of 
the laborers of one class or nation than of another, is found in 
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different sanitary cpnditions, especially thosfe which concern 
the quality of the air. ^ The food which is taJcch into the ani- 
mal system is converted into blood which is kept in a state of 
purity by being oxydizcd in the lungs, through t)iie process 
of breathing. In this process, the foul an^ stupefying ele- 
ment, c?rbon, is thrown off into the atmosphere, and T<he life- 
giving element, oxygen, i?»'takeii into the system. T^i^t this 
may be done/ 'there sliould be, in all inclosed habitations, a 
sufficiency of space to each person and a free access of fresh ’ 
air. Human being? confined in small, unventilated rooms, in- 
evitably lose vigor ; the process of the oxidization of the blood 
being checked, the process of making blood, through the 
digestion and assimilation of the food taken into the stomach, 
is checked. ' With foul air, therefore, a smaller amount of 
muscular force* is generated from the same amount of food. 
Not ofily so, but the food taken into the system may become 
an actual obstruction and cause of disea^i*, through the failure 
c/f dig(‘stion and assimilation. Moreovi*r, in close rooms, 

' Uiiventilated and unclcaned, the germs of certain diseases, 
known as filth-diseases, vu*., <<^yphus and tyjhoid f(‘vers, scar- 
let fever, diphtheria and others, ^are preserved and readily 
communicated, to the impairment of health and the destruction 
' of life. 

70. The cause hei-e adduced is not of slight importance in 
accounting for the differences in the labor power of different 
communities and nations of men. * 

As the people of the United States are the best nourished, 
so they are, by a long interval, the best sheltered people in 
the world. It is impossible for rn American wpi^ has not 
traveled widely, to#orm an adequate conception of the man- 
ner in which the laborers of other countries are housed. “ Hov- 
els, cellars, mere dark dens,” wrote Mr. Inglis of the city 
homes of Ireland, in 1884, ‘‘damp, filth}^, stagnant, unwhole- 
some places.” 

In 1861, one-tfiird of the population of Scotland lived in 
houses of one room only ; another third in houses of two 
rooms. In England the character of the country cottages and 
of the dwellings of the poorer classes in the cities is even 
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worse than in Sfjotland. Cases are not infrequent where tam- 
of 7 to IJ] members ocqnpy a singkj bedroom. 

Of the cottages of Devonshire, Canon Girdlestono says : 

Thoj; ai4j as a rule, not lit to house pigs in.” The cottages 
of the County gpf Durham were tlius described b^ the Poor 
Lfiw Cammissioners.of 1842. “The average size pf these 
sheds, i^ ^bout 24 by IG feet. Tiwfy are dark* and* unwhole- 
some ; the windows do Jiot open, and many o^thom are not 
larger than 20 feet 10 ; and 4nto this snaee are crowded 
eiiyjt, ten, or even tw<;lve persons.” 

71. If this is the way Englishmen have to live in the coun- 
try, we might expect to liear worse things of the l^jwris, where 
land is sometimes worth as many silver crowns as would coverits 
surface. Some years ago Mr. Edwin (diadwick ileclared that 
more tilth, worse pliysical sulf(‘ring and mental dis'U’der than 
John llowarJl described in his account of the prisons of Ifls day, 
were to be found among the cellar populations of the working 
people' of Livc'rpool, Manch(*s1er, or Leeds, and in large poi*- 

^tions of the Metropofis. Much 11*^8 of late beer Jone, both* 
hy private philanthropic effort at^d under tlie authority of law, 
Ui cure the evils de'scribech; yet still much that is hideous 
remains. 

It i? in such homes that the greatc'r ])art of the present ' 
laborers of the wmdd were born and reared. *And it is in 
hontevs like these, that, in tluer estate •as laborers, they hav^ to 
li\e, to ?at, Jto rest and to sleep after tlii^ exhausting toil of 
the day. It is not to be wondered at that childi'en grow up 
puny and deformed ; that scrofula and rheumatism become 
deeply sc u^ed in the constkution ; that the blood grows foul 
and the ])ulse feeble ; Uuit the efficiency of the laborer falls to 
a low point, while his ])ower to labor at all becomes liable to 
be prematurc'ly terminated. 

72. The Laborer’s Intelligence. — A fourth reason for the 
superior efficiency of the laborers of one class or nation over 
those of ilnother, is found in flieir higlier intelTigeime. Intel- 
ligence is a powerful factor in industrial efficiency. I speak 
not now of technical knowledge, but of clearness of mind, 
quickness of apprehension, strength of memory, and the power 
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of consecutive thought, in no more than the dagree in which 
these may fairly be expected to be, found in^a "nation where 
popular education has existed for generations ; in the degree, 
for instance, in which they are found in New Ekgl^nd, in 
Saxony, in parts of Scotland. * 

The intefligent is more useful than tiie unintelligent 
laborer : ' ’ 

***'' • f* r r 

(a) Becaiiseihe requires a far shorter apprenticeship. He 
can learn his trade in a haif, a third, or a quarter the time 
which the otlior requires, (i) Because he can do his wdyk 
with little or no superintendence. He is able to carry*instruc- 
tions in his* mind, and to apply them with discretion to the 
varying conditions of his work, (c) Because he is less waste- 
ful of materials. In some branches of manufacture the value 
of the materials used is equal to the amount paid in wages. 
In others it is twice, thrice, and even ten times afe much. A 
very little difference in the degree of thoughtfulness, fore- 
sight and regard for instructions, on the part of the laborer, 
‘may make a great difference in the net 'product. 

73. (ci) Because he readily learns to use machinery, how- 
ever delicate or intricate. The /extent to which labor is 
saved and power increased by the use di machinery liardly 
‘needs illustration here. It is only the intelligent workman 
who can freely avail himself of this great:, help. Brains are 
not^alone required for the invention of machines ; theyvxre 
wanted for their adjustment, their ordinary use^ ar/d their 
occasional repair. He who is to use a machine need not be 
the same man as he who made it ; but, to a great' extent, he 
should be the same kind of man. ^ 

74. Race Charailberistics Regarding Machinery.— The 
capability of dealing with costly and delicate machines varies 
greatly between different races and nations of men. Notwith- 
standing the prodigious increase in thq^ power of producing 
cotton goods, through the inventions of Watts, Arkwright, 
and Sitgreaves,* Vast quantities' of cotton are still • spun or 
woven by hand. In some of the countries of ^lurope, as 
Turkey and Greece, the ordinary “ mechanical powers,” the 
screw, the lever, the inclined plane, etc., are used but little. 
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or not at all, the lifting or pulling being ^one by direct phys- 
ical force, at, of gourse, the .expenditur# of a yast amount of 
'animal strength. Even in highly civilized nations the appli- 
cation of si^ricultural machinery is limited by the inability of 
the peasantiy tc^use it. ^Phe Judges of the Worl(J’s Fair of 
185f re|)oi*ted that there was probably as much sound, .practi- 
cal labprjsaving invention and maiihinery unused, at that 
time, as was used ; and that it was so far unusOd, “ solely in 
^consequence of the ignorance and^in competence of the work: 
peo^e.” . , ’ 

75. Maibhinery in the United States. — Tlie United States 
is the only country in the world, excejiting solne of the 
English colonies, in which it can be safely assumed of the 
average laborer that, after a reasonable period of 'experimcnt 
and trial, he will be able to use delicate and costly n;achinery 
to the advantage of his employer.* In all other courilries, 
even the most civilized, it is only picked laborers who can use 
in^i'icate machinery without doing more damage than theii^ 
labor is worth. ^ 

70. Cheerfulness and Hopefulness in Labor.— A fifth 
reason for the higher efiiciemy of *the laborers of one class or 
nation than of anotliet, is found in greater chgierftilness and 
hopefulhess, growing out of higher self-respect and social 
ambition, and a mor^ direct and certain interest ifi the product 
iif industry. 

« ^ 

• ** 

• *A remarkable illustration of the strong natural aptitude of the 
American for ftie use of machinery, has com(‘ to my notice during the 
present year, t§87. A boot and shoe manufacturer, employing eleven 
hundred hand«, had occasion, during a great and bug-protracted strike, 
to Replace considerably mofe than half of the oia operatives by new 
hands. This branch of industry is well known for the vast variety of 
highly intricate and delicate machinery which it uses. Yet at the end of 
five months, dufing which tips substitution laid been carried through to 
completion, the macliines in this fuclory w'cre found, on careful inspec- 
tion, to be ii 4 absolutely as good corj^iition, as at tbe» btginning of the 
strike. • 

. Had an English manufacturer carried through sujh a replacement of 
old by new hands, his machinery at tlie end of that time would have 
been worth just what it w'ould have sold for, by the pound, as old iron 
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The first three causes which have been adduced are purely 
pliysical, affecting thcelaborer’s muscular forpe and caj)ability 
of endurance. The fourth cause adduced, mz. : the laborer’s 
general intelligence, determines his intellectual (Jcialification 
for his work, his ability to direct his bodily j3owers, such as 
they are, to the })roduction of wealth, >vith the maiiimuih of 

effect aiHl the‘ minimum waste. The cause now adduced is 

• * • 

moi-al, affec.tiiig the will. 

The im])ort!in(ie of this cttuse is most conspicuously seen iii^ 
the wast(‘fuliToss aij^d iiu'fiiciency of slave labor. Always‘and 
everywhere, tliat labor has been found to be vastly i?iferior to 
the labor o‘; freemen. Even the stimulus of th(‘ lash fails to 
command the faculties which instantly spring into activity 
u rider the uisjriratioii of an ample reward. Fear is far less 
potent than ho])e in evoking the energies of mind or body ; 
whik^’efforts made under the intluence of tht‘ former ])assion 
arc' far more exhausting than those made under the infiueiKie 
of the latter. ’ 

77. Nearness and Dhrectness ojl‘ the Reward.— Even 
among free laborer's, the (^'‘gr(‘e in which the physical and 
intellectual pow"(‘rs may be engaged in the jrroduc.tion of 
wt‘alth d ]i«eiids greatly on the directness and (‘crtainty of the 
rewuird. This is proved by the difference evei'yw’here o4)sei'ved 
betwerm the' exertions of wagf* laborers, and those of men 
w'^ii’king on their own ivccount. The w^ag(‘ laboi'cr necessgxrily, 
b(‘comes, iii a gi'cat, degive, a time server, an eye ])lefls(‘r. He 
saves himself as much as he can ; he counts his hours ; heP 
measures the. w^ork he does. But more than this, a laborer 
not men‘ly w'ill not, he can not,, the law's of IfrHiian nature 
remaining the same, w'ork as hard for^ another as*he W'Ould if 
w^orking as his owm man. 

On the other hand, he w'ho is w'orking for himself kee^ps no 
grudging account of his time or exe]'tion. If file proprietor 
of land, he kfiow’s^ that every stroke of his arm is creating 
wealth which he and his chiidren are to enjoy ; that every 
strawr saved is his own. lie watches against waste wdth 
unfailing eagernbss. ITis vines, his plants, his animals, his 
fences, his buildings, are borne upon his mind ; and no care 
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or pains are withheld to guard tliem against the almost infinite 
forms of injury beset tliese species of wealth. He is 

■ early afield, for the day is not long enough for all he wishes 
to do; aiA when night falls, he still lingers, tying ^u]) his 
vinesj tinketin^ his sheds, tending his cattle, bringing home 
th^ larvAJSt. . * 

Even beyond- the mere love of^ wealth, of*wh^ft can be 
bought an<l sold, enters the love of his land, wl)if:di is his own, 
„wliich was his fathej*’s, which sl^ill be his son’s after him ; 
amFlie works u])on it, sparing liimself liyie nii>re than does 
the mother caring for her child. * “Give a man the secure 
possession of a l)l(‘ak rock,” said Arthur Young, “•Jind he will 
turn it into a garden.’^ The vineyards of the Hhine, built u}>, 
in many casi's, of earth brought in baskets up tho^ sides of the 
mountains, are S])eaking witnesses to the truth of tMs saying; 
while many of the ri(;hest fields of Holland and He’giuin, 
once drifting wastes,, illustrate that other saying of the 
eminent traveler : “ Th(‘ magic of })ro])erty turns sand into 
gold.” ’ ■ 

a » 

78. Influenco of Bad Laws^in Producing Idleness.— 
r)oul)llcss much of the indolence we have been ac-customcMl to 
regard as constitntioAal with certain races and natjohs, and as 
indicating lack of ])hysieal endurance or feebleness of will, i» 
due sim])ly to the «‘y)sence of incentives resulting from unjust 
lawyer bad social institutions. It would be enough to make one 
laugh t(^hear the Scotcdi sj>okeii of as lazy^ The energy and 
perseveraiKie of that p(‘ 0 ])le have been illustrated in every 
quarter of fiie globe. Yet, three or four generations ago, the 
Scottish peo])le, says Prof, Jlearn, “ AVTre conspicuous for their 
incorrigible indolence.”^ The ample explanation was found in 
tie almost universal system of short biases or of tenancy at 
will. A single wise action of legislation cured this defect ; 
and with it disappeared the laziness of the Scotchman. 

Not half so long ago as that, the Irish were § proverb over 
Europe, for indolence and *shiftlessness. ' Arthur Young 
describes fiiem as “ lazy to an excess at work,” but “ spirit- 
edly active at play.” The Irishman of that day was spir- 
itedly active at })lay, because the fun was sure to be all his 
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own. There were no laws or institutions which robbed him 
of his sport. He wks Jazy to an excess at work, ‘oecause invid- 
ious laws, social proscription and the cUlstoms relating to land 
kept from him a large part of the natural fruits oVi his labor. 
Every country of the globe has witnessed, ^sinfce 1850, the 
indomitable pluck and energy of the ^ Irish at wo 3 *k uhder 
equal la^s and with “ a fj^ir chance.” 

79. The Vfxying Efidciency of Labor. — I have indicated ‘ 

the chief causes which influ^:nce the efficiency of the individ-^ 
ual laborer ii^^the jjrodhction of wealth. The joint effeA of 
all these is very consideralhe. Industrial operations eonducted 
upon a large scale have shown that wide differences exist in - 
the working power of men of different nations. In comparing 
the cost of c^onstructing railroads in India and in England, for 
instance, it was found that, though the Indian laborer received 
but to 6d. a day, and the English laborer, 38.»>to 3s.6d., the 
sub-contracts in the two countries were let at the same prices. 
The Plnglish cotton spinner is paid as many shillings as the 
East India spinner gets p* nee ; yet the cotton cloth of En- 
gland undersells that of India in Indian markets. As between 
England and Russia, it is found that a w^eaver in the former 
country t^^qds from two to three times is manj" looms as in 
the latter, the English looms, moving, moreover, at a •higher 
rate of speeds ^ 

As between England and Fraifee, the superiority ol^tho, 
labor of the formm’ country has been re}>eatedly fhown in 
great competitive experiments. Mr. Brassey states that, in* 
the construction of certain French railways, it wa^ found that 
the working capacity of the Englishman was to that of the 
Frenchman as five to three. Superior as are the workmen of 
England to those of other countries of Europe, they are, fti 
turn, surpassed, on the average, by those of the United States, 
in the respects of strength, intelligent direction of force, and 
ability to use jpachinery to advantage.* 

80. The Div ision of Labor.-^^The second factoir of the 
labor power of a community is that which is commbnly called 
by the unsatisfactory term, division of labor, embracing, as 
was said on an earlier page, the joint action of men ip pro- 
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duction, the difjfrentiation of productive processes, the speo* 
ialization of trades, and the organizati^if of industrial forces. 
THe term, orgamzation of *labor, is perhaps the best single 
term that ^an be used to cover all this ground • 

Inpfimitive society the division of labor does not exist, or 
is fcund only ifi 3 rudimentary state. Each able-bodied man 
does all which any one does. Each builds his wigwB,m or hut, 
shapb^ lfls»bow8 and arrows ; cares for his hor|es, if he have 
any, and hunts or fishes in his^own right and name. Yet, 
even here, the division of labor as between tjiie sexes is in 
some degree carried oift. The woifieii make the nets, weave 
the blankets and cook the food* as duties suitajile to their 
powers. 

Soon, however, emerges a division of labor founded on dif- 
ferences of capability less fundamental than those of sex. 
The smith appears, working at first alike in iror, wood and 
stone. He does all the work of this class which the commun- 
ity r(‘(|uires ; and, in return, receives flesh and fish from thosp 
whose spears andhooki^arc sharpen^l and pointed at his forge. 
‘As the amount of this class of work to be done increJses, three 
smitlis, instead of one, come to be» employed ; one working in 
iron, one in wood, ai^l one in stone, known respec^fely as the 
blacksijiith, the carpenter and the mason. As ^tbe wants felt 
by the community are multiplied, UvS modes ^nd fashions 
appear, new classes of artisans come iijto existence, each work- 
ing on s^me one class of substances, or making some one class 
,of articles. "The cabinet-inaker follows the carpenter ; the 
jeweler thoi blacksmith ; the sculptor, in time, the mason. 
Finally, the operations of each trade come to be distributed 
among seva-al distinct clasSes of laborers. 

• 81. How the Division of Labor Increases Production.— 
It is difficult adequately to appreciate the increase of pro- 
duction whici results from the appli ation of this principle. 

(a) It shortens apprenticeship. If each man had to learn 
the whole^ of a trade, much pjore to learn several trades, be 
would have to take a great deal of time and spoil a great deal 
of material and many tools in doing so. • But when each 
workman is required to learn but a single trade, and, within 
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that trade, to practice only one simple operation, the period 
of instruction hecomes^very brief. The end of a' few months 
finds him intelligent, if not expert, in his business. 

(b) K develops dexterity. Long after the woikman has 
so far mastered his trade as to be able to ))erfornl its opera- 
tions without mistake, he continm^s to gam in productive 
2)0 wer, tliVough the incessant re])etition of his task. The 
sense especially concerned in his work, be it sight, or^ouch, 
or hearing, becomes pi’^^tc’-naturally acute. The muscles 
brought espec* ally into play gain in size and acclivity. E^en 
certain organs may become involved in the oj>eratios'S of the 
trade, and rndcTgo changes vdiich, whether favorable to the 
general health and symmetry, or not, are of a nature to facili- 
tate the cusipmary work. Any one who watches a cashier 
counting notes, a telegra]di operator sending messages, can 
see hew Avonderfully ])ractice must come into ♦industry, to 
make perfect the workman. 

, 82 . (c) It obviates the loss of time and the distraction of 

thought which w^ould be "involved in'))assing from ])lace to 
])lace, and in laying dowm the tools of one trade to take up 
those of another. In agricilltime^ wdiere the division of labor 
can be carried but a little way, w^e kiiow^x great deal of time 
is thus lost. 0 

{d} It facilitates invention and leads Jo the discovery of 
imj)roved 2>roees8e8 and new materials. Practiced thi^^ in 
detail, every art or trade is studied in detail, and, on# by one, 
here a little and there a little, its mechanical ^possibilities'^ 
come to ]>e seen and realized. Some of the most Ponspicnous 
discoveries in the history of industry have, indeed, come 
through scientific research, or by casual suggestion ; but an 
infinite multitude of inventions and improvements in lU'o- 
cesses, accomplishing, in their aggregate effect, an incredible 
gain to productive pow^^r, have been the result of the minute 
study of the operations of industry, in detail, by men each of 
whom was dedifig with a singfc class of substances, perform- 
ing a single operation, with the aid, })erhaps, of a smgle tool. 

(e) It allows wbmen and children, as well as men who are 
suffering from some partial disability, to find places in the 
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industrial order iwhere they can labor to advantage ; while 
among men of fulji powers it assigns to^ach that work which 
is best suited to his individual capacity. 

83. The li^erritorial Division of Labor.— This is a phrase 
devisod^by An English economist during the great popular 
agitJfction, which preceded the repeal of the Corn Laws,* to ex- 
press the carrying out of the principle of the divfeion'qf labor, 
which we Have thus far contemplated in operatiiii among the 
individuals of a commynity, to comgiunities and to nations. The 
phrfse intimates that the vast industrial ^advaiitages which 
attend the application of that principle within the hamlet and 
throughout the country, will accom])any that principle in its 
extension over the whole field of the world’s ] production. 

This is the main, indeed, we may say the so]^, economic 
argument in favor of Free Trade, as opposed to what is called 
Protection. The claim to freedom of trade as a ‘‘natural 
right” is not one of which the economist can jproperly take 
account. On the other hand, the arguments of the jprotcci 
tionist, based on the political importance of the indust ial self- 
sutficiency of the nation, and on ^he alleged social and intel- 
lectual advantages resulting {rom ft diversification of national 
industry, are equally ^ut of his view. 

Inasmuch as the jprotectionist plea for limiting the terri- 
torial extension of^the principle of the divisi(fn of labor, 
includes a claim that the creation by If^w of industrial entitjps 
corresponding to existing political entitle^, has an influence, 
%iot only upon the production, but also upon the distribution 
of wealth (vfhich department of our inquiry we have not yet 
reached), and as the whole question of protection or free- 
trade is bound up with political and sociological considera- 
tions, it has seemed best to postpone the remarks we have to 
make upon that question to Part VI, “ Some Applications of 
Economic Principles.” 

84. The Organization of Industry.— But the advantages 

•' — • 

♦ Imposingjiigh duties on foreign grain imported into England . These 
t laws were repealed by Parliament in 1846, under the leadership of Sir 
Robert Peel. The study of the history of the Repeal movement affords 
an admirable economic exercise. 
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derived immediately from the division of labor, are but a part 
of the total advantage which is attributable to ^hat we have 
termed the organization of industry. In addition to those^ 
already indicated, we find, under the larger title, t vast gain 
of productive power resulting from* the introduction of the 
principle of competition, the creation of esprit de c^/ps, Mjid 
the direction given to thet^mass of laborers by the few clear, 
strong spirits, which, under such a system, dominate the 
industrial operations of the i^ommunity. 

(a) Compeiition-can only be introduced as an active f^rce 
where the opportunity for exact and easy comparison of 
results exis'oS. Where each one of a number of persons is per- 
forming every day a large number of miscellaneous duties, 
now a littlcvof this, then a little of that, it is difficult or impos- 
sible to measure the achievements of the several persons so 
employed, bring them to a scale, and assign credit or blame. 
But when those duties are so distributed that each person is 
charged witli tlie performance of a certain, definite task, com- 
parison becomes possible.^* ■* 

(^) Tlie creation of esprit^de corps within trades and profes- 
sions becomes a treniendoiu^ force in industry. CV)mpetition 
operates upon- the laborer, through the* em}>loyer’s desire to 
get the most out of eacli workman, and through the laborer’s 
desire to obtain and retain employment. The principle now 
inr/oked operates on th^- laborer, perhaps not less powetjully, 
through the public*- sentiment of the craft, establishklg stand- 
ards of w >rkmanship and laws of conduct which tend to lift) 
each workman to the level of the best. 

86, (c) Mastership in Industry — But the most important of 
the sources of gain in productive power, now under consider- 
ation, is found in that mastership of industry which is creatird 
by the division of labor. That division can not proceed to its 
natural limits without giving rise to the subordination of the 
mass of the laboring population to a select and comparatively 
small body of employers, who'^assume the responsibilities and 
direct the agencies of production. 

Whether this gain is accomplished at a certain social and 
political cost, is a question the economist is not called upon to 
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discuss. That qtiestion belongs to the social philosopher c 
the statesmaif. The economist, as such,^8*guilty of an unwar- 
‘rantable })resuinption if he undertake to measure the quantity 
of economilR advantage which would offset the smallest ethical 
or physiological injury. •He does all that he is called upon to 
do,%ll tluit he can undertake to do without impairing the sci- 
entilic value of his results, when Jie traces camses'to their 
' efft‘(;ts witfiin the field of economics alone. • 

^ Looking at the mut^vr in its p^jrely economic aspect, it is 
cleift that the gain in question is not^realize^ witliout an initial 
loss, inasfnuch as the laborer, under the wages system, neces- 
sarily has a less direct and certain interest in the ^product of 
his industry, than the man who labors on his own account. 
r>ut this loss is compensated, many times ov(t, b}^the gain to 
production which results from the impulse and direction given 
to industry b;f the thought-power and will-power of the ablest 
minds in the community. 


CIIAFrRft III. 

CAPITAL : ITS OKKJIX AND OFFICE.* 

80. The third grftit ageyt in the production of wealth is 
Capi'iTll.^The capital of a community is that }>ari of its weallh 
(excluding hind and natunil agents, coftsidered* as unim- 
proved * ) wjii(;h is devoted to the jiroduction of wealth. • 
Some writ(TS, indec'd, insist tliat the climate of a country, 
so far as it ^‘specially favom production, is to be reckon(*d as 
a jiart of the capital of^that country. I prefer to say that 
the beneficent distribution of heat and moisture, by the gratui- 
tous ai^tion of nature, is a favorable condition of production, 
but is not capital. A w)und system of jurisprudence, which 
secures the impartial administration of justice ; a sound 
organization of the politii^al iTody, which maintains peace 

* Tlic reason for this exception will appear when we come to treat of 
the rent and price of land. 
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and order, are most favorable conditions *of production ; 
they lead to a vast cieation of values ; they are better t^an 
much capital to the people enjoying them ; but tljey are not * 
capital* , 

87. The.Origin of Capital.— The brigin of. capital is so 
familial; tliat it need not be dwelt upon .at length. A sirSple 
illustration mdy suffice. Set us take the case of a tri[)e^d well- 
ing along theiishore, and subsisting upon fish caught from the 
rocks which jut into the seai^ Sumnler and winter together, « 
good seasons tind bM, they derive from this source a sca^ity 
and precarious subsistence. , When the fish are pleiAifiil, the 
people live* freely, even gluttonously. ‘ When their luck is 
bad, they submit to privations which involve suffering, somo^ 
times famin*:. 

Now let us suppose that one of these fishermen, moved by 
a strong desire to better his condition, undertake^ to lay by a 
store of fish. Living as closely as will consist with health 
and strength, he denies himself all su])erfiuity, even at tfie 
height of , the season, and loy little and little accumulates i)i 
his hut a considerable qu^Mitity of dried food. This is 
wealth. Whether it shall 'becoFie capital or not depends 
iipon the uwj Tyhich is to be made of itf* If destined to be 
merely a reserve against hard times, it remains wealth, but 
does not becdtne capital. , % 

But our fisherman, in® laying by Ids store of fish, has higher 
designs thotn to e(|ualizc the food consumption of titie year. 
A# the dull season approaches, he takes all the food he can * 
carry and goes into the hills, where he finds trees whose bark 
can be detached by sharp stones. ^Again and again he returns 
to his work in the hills, while his neighbors are painfully 
striving to keep themselves alive. At the end of the didl 
season he brings down to the water a canoe, so light that it 
can be borne upon his shoulders, so bi\oyant that he can pad- 
dle in it out to the “ banks,” which lie two or three miles from 
shore, where in one day he canfget as many fish as> he could 
catch from off the rocks in a week. ^ 

* “All labor expended for a distant end falls under the bead of capi 
tai.”— R obcher. 
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88. The P:jof#ssional Boat-Builder.— Jbe canoe is capital ; 
tba fisberman is a capitalist., lie can mow take his choice of 
three thin^. He may go out in his canoe and bring home 
siipplieg or fish which will allow him to marry and* rear a 
family in comfort, andVith his surplus hire s(jme of his 
neighbors to build lum a hut, their women to weave him 
blank^oS, ^nd their children to bring water from the spring 
and wait upon his family. Secondly, he maJJ^ let out the 
canoe to some one who will be gfcd tp get the use of it on 
})aymcnt of all the fisji which on^ famil|r coifld fairly con- 
sume, an*d himself stay at home iij complete idleness, basking 
in the sun, and on stormy days seeking refuge ‘in his hut. 
Thirdly, he may let out the canoe and himself turn to advant- 
age the knowledge and experience acquired in its^sonstruction 
by making more canoes. 

The last is*thc course he decides to take. Again and again 
liq reaj)pears upon the shore, bringing a new canoe, for the 
use of which a score of his neighbors clamorously compete. 
And later canoes, be it*notcd, are made with a smajier effort 
and sacrifice on the })art of thf3 builder. He has become 
i'aniiliar with the groves wljpere the trees are largest and the 
trunks most clear of branches. He has acquired .« knack which 
makes *it almost a pleasure to strip off the vast rolls of tough 
elastic bark. He neiK?r spoijs his half-completed work, now, by 
an irf*dijected blow. Moreover, liis t^il is reduced to a mini- 
mum, for liQ has hired men to carry his burdens jind do the 
' heavy labor. 

89. The Increase of Capital. — Hut sooi) the canoe-builder’e 
j)r()fits are jhreatened. Ttwis far, in the possession of excep- 
tional skill and knowledge, he has been a monopolist, and hag 
reaped a monopolist’s gains. Now, however, stimulated by 
the sight of such great wealth gathered (that is, so great a 
command of other peo'fle^s labor acquired) by one man, other* 
begin to enter the field. 

As an ^jsential condition^ eJeh must save^ and accumulate 
enough food to support him while making his first boat, that 
is, must accumulate a certain amount of cajutal. This, how- 
ever, is less difficult than it was in the case, of the original 
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builder, first, because fish have come, through Vie muilipiica* 
tion of boats, to bo *much more easily olftained ; secondly,, 
because there are fewer experiments to make ; thirdly, because 
certainty and nearness of success^ will inspire the labors 
of ten men where one will be moved to great sacrifice ^ and 
exertion , by a prospect that is distant hnd doubtful. More- 
over, some of the shrewdest of the assistants of th« t)ld boat- 
builder, who'^iave watched him at work, and whom he has 
trusted more and more to do even the nicer parts of his 
begin to desert hiilV and to set up for * themselves. /Jlie rent 
of boats falls rapidly ; the old master, who has become rich 
and self-important, and p(‘rhaps a little- lazy with years, goes 
out of the business. 

00. First Effects of Competition. — F or a time, while the 
number of boats increases rat)idly, tlie quality suffers deteriora- 
tion ; tw'o fishei’inen are drowned upon the banks by the 
breaking up of boats in a sudden squall. Tlie boat-builders 
in fault are condemned bv the general assembly of the tribe 
to support the widows and or])han children. The rage for 
mere cheapness is checjked. Boats are now tested before 
they are used, and some ambitibus buijders find themselves 
driven out’*of4he trade by the failure of their work. ^ 

And it is important to be noted that th(‘ profits of boat- 
building are rapidly reduced. Tle^ first boat built rej)aid the 
colit of its construction in a few wrecks. The hf .its now 
made only rej»ay tlib cost of their construction in .^he course of 
months. Yet, the men wdio make boats still get a better 
livelihood than those who use them ; while those who use 
boats get a better livelihood, eveif after paying th3 rent, than 
those who still fish off the rocks. ‘ h 

91. What Will They Do with It P— Now let us suppose 
that the manufacture of boats has proceeded so far that tl^yre 
is one serviceable boat for every four 'adult males of the tribe. 
At this ])oint, one of two widely divergent courses may be 
adopted, with very important results to the future of the 
community. 

First, the multiplication of boats goes forward until each 
man is provided with a boat , in which he can catch enough 
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fish, in two or tfiree hours a day, to keop^ him and his family, 
Biynmer and wipj^er, good seasons and •l)ad. The creation of 
capital ha| at least led to this result : it has put famine out of 
xhe question. There is always an abundance of fresh*fish, on 
the banks, and ol* cured* fish even in the meanest^ hut. The 
reS; of ^he time is sp^nit in idleness or sport. , 

Secjpiyll^, the manufacture of boijLts stops at tlie point wliere 
fish for the whole tribe can be ))rovided by oi*i-fourth of its 
mcmb(‘rs, toiling earJy and late ii|)on the banks. The remain- 
ing members, those who, throug]|j yout|| or Sfelf-indulgence, 
have f {filed to provide themsejves with boats, those who 
through misfortune have lost their boats and hav(* become dis- 
couraged, those wlio by jdiysieal wc'akness or natural or 
acujuired infirmity are least fitted to undertakt the rugged 
duty of the fisherman, and those who have betm iniiinidated 
by talcs or Hy experience of hardshijjs, or by the sight of the 
bodies of drowned fishermen rolled ashore' aft(*r a storm — 
tliese all betake themselves, in one (aipacity or another, to the 
service of the fish ernudi, the cajntaSst-employers (l^ai.304) of 
the tribe. Only so many boat-liuilders remain as are needed 
to rejiair and keep uj) the (wcistiifg stock. The house-builder 
now takes the place*of the boat-builder. No is satisfied 
to livP in the sort of hut which would once have been thought* 
good enough for Wie chief. Menial servants become numer- 
ous fashioning of ornaments ami trinkets takes up a* ast 
amount of Jabor. 

02. New Economic Desires. — Soon a new want emerges. 
A plant with bright fiowers is discovered among the hills and 
brought home as a curiosj^y. It is raised, as a rathc'r distin- 
guished thing, in front of houses of especial pretension, lly 
cultivation it undergoes more or less change, particularly in 
the develoj)m^nt of large tubers which are found to be highly 
palatable and nutritions. The absurd name, potatoes, is applied 
to these tubers. As affording a change from the everlasting 
sea-food* of the fathers, they!ire relished gfeatly, and soon a 
number of persons are breaking up ground to plant and 
cultivate these tubers, which are exchange"!!, on liberal terms, 
for fish taken on the banks. 
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TTie introduction of a vegetable diet marfe the beginning 
of a revolution in the life of the community. ^ After this, any 
thing is possible. The taste for a diversified diet once felt, 
knows ho limits. Agriculture has begun, involvings the neces- 
sity of capital in a hundred forms. 'New foods are followed 
by new. fibers; manufactures spring into being, and all ^che 
potentiality of the modem, nation now resides in a tribe which 
a generation ago lived wholly on fish caught from rocks along 
the shore. 

93. The La\v of Capital.— It is not necessary to trace furfher 
the increase of capital. At every step of its j)rogresS, capital 
follows one law. It arises solely out of saving. It stands 
always for self-denial and abstinence. At the first beginning, 
savings are i:;iade slowly and painfully ; and the first items of 
capital have a ])Ower in exchange (an ability, that is, to com- 
mand the labor of those who have not capital), corresponding 
to the difficulty with which they are secured. The bow, the 
spear, the canoe, the spadti, much as they cost, pay for them- 
selves in a few days. Snoseqnent increments of capital are 
gained at a constantly diminishing sacrifice,* and receive a 
constantly diminishing remuneration, until, in the most 
advanced cf)i^itries, buildings are erectcnl and machines con- 
structed which only pay for themselves in ten, twelve dr even 
twenty years. 

At every stage, we note, too, that Q^^pital releascj^Jabor 
power which was foj'merly occupied in providing for tne wants 
of the community according to its then prevailing standard of 
living. At every stage, the members of the conmftinity make 
their choice, whether they will ajjply the labor ^ower, thus 
released, to the production of wealth, in other branches, or 
will content themselves with living as well as before, upon 
easier terms, giving up the newly acquired leisure to idleness 
or sport. 

94. Subsistence.— The office of capital has been perhaps abun- 
dantly shown m the account given of its origin. Capital, as 

* Prof. Marshall remarks that the whole continent of Asia, with its 
thousand millions of inhabitants, has less power of saving than Tiigland 
has. 
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we have seen, is«that portion of wealth* which is employed in 
the producticJn o^ new form^ of wealth# 

At first, capital is limited to the means of subsistence for 
the producer. It was not easy in the first stage of industrial 
progress, to lay bjr enough of the game or the fish of one sea- 
soi#to la^t until the qext. For want of such a store /)f food 
many a ^tribe perished. Many aiv)ther was kept in a low, 
misera\)le condition, unable to shift its seat to more promising 
localities, and contiuually depicted hy famine and disease. 
Buf when once a tribe, by exci^tionak. good fortune, or 
through prudence and self-control^ acquired a r(*serve sufficient 
for a full year’s subsistence, it became jn a degrev master of 
its conditions. It could shift its seat to better hunting or fish- 
ing grounds. It could pursue its avocations S3^5tematically 
and economically, d(jing that which should be esteemed most 
jiroductivc in*the long run, not, as before, hurriedly and waste- 
fully, under tlic stress of immediate want. The physical 
strength of its members was kept at the highest point by ample 
and regular diet. • * ^ 

An ample year’s subsistence tforms the most important 
advance which a people eves make in their progress towards 
industrial prosperity? No subsequent step costj>^ wiKi-half, or 
a tithe •as much. Many peoples never find themselves able 
quite to accomplisl^ thifj. The people of BritH&h India can 
hopeiii^no more, in good years, thaif to be carried through 
into the next ; while, once in every four or five yeaijs, a famine 
'following a short crop sweeps away millions by sheer starva- 
tion, or by ^he fevers which feed upon half -famished popula- 
tions. Even in Ireland, th^e was known, half a century ago, 
a period two or three months long, preceding harvest, which 
v^s called by the peasantry “ the starving season.” 

96. Tools.— The next purpose, in logical, and generally, also, in 
historical order, for whiph capital is accumulated, is the acqui- 
sition of tools. I use the word here in its largest sense, 
including all apparatus, utensilf and machinery. The knife, 
the bow, tlfe spear, the canoe, the net, are the tools of a cer- 


* Exc luding land and natural agents, considered as unimproved. 
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tain stage of industrial society. The spade, ^the cart, the 
plow, the distaff, the^ forge, ara the tools •of a later stage. 
The loom, the lathe, the printing press, the trip-li^immer, the 
railroad and the ship, may, with equal propriety, bf called 
the tools o/ to-day. The buildings which protect machinery 
from tbe^weathcr, and the shops in wliitdi trade and manu^c- 
tures are carried on, are, Ai this sense, tools. ^ » , 

96. Materills.— The third fonn which capital takes is that 

of Materials. The wqrd, its here used* covers all kinds of * 
wealth which*’ are rfevotedrto the prod.uction of wealth in any 
other way than as subsistmice for the laborer, or as tools to 
increase hiS ])ower in production. In a. ]>riinitive state, mate- 
rials play a small part. The bait for the hook among the tribe 
of fishermeA ; the corn saved for seed in a jdanting commun- 
ity, are the most prominent materials of early industry. In a 
later age a large part of all the accumulated we^tli of a com- 
munity exists in this form. ^ 

Ultimately, indeed, these materials will be wTOuglit partly 
into tooU, ])artlyinto the means of sut>sistenee. A j)art, also, 
may come to be devoted to purposes of luxmy or display, and, 
hence, cerise to be capital at all.« But at any given lime, the 
capital of 'aV?( mini unity may be classed under these three 
heads : Subsistence, Tools, Materials. * 

97. The Three Forms of Capitql.-— In f* certain sense these 
thpree may be resolved* into one. Subsistence ; as, iij/^d, all 
the forms of subsistence itself may be resolved info one, Food. 
Thus, the first simple tools of the barbarous community ma/ 
be said to be exactly represented by the subsistence required 
by the laborers engaged in making the tools. Tl^e first mate- 
rials produced by the aid of these tools may be said to be repre- 
sented by the subsistence of the laborers using the tools, adifed 
to that of the laborers who made the tools. And so of the more 
elaborate tools and the more various* and costly materials of 
after ages : all may be said to represent the subsistence of the 
laborer while engaged in the ict of production. ^ 

Likewise all the forms of subsistence, food, clothing, shelter 
and fuel, may, in theory, be reduced to one, food. The clothing 
of the laborer, for example, represents the food which he con- 
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Burned while Jie Vas gathering the fibers, ^ of the wild grasses 
^ and weaving them into a bliunket. The 'll ut represents the food 
consumed ^uring its erection. The fuel represents the food 
consumed while the laborer was gatliering fagots in the forest. 

^8. One of th« advantages of this elassification, is, that it 
directs the attention 1 r) the part performed by tools, i^iachiiiery 
and ajiparg,tu8, in the production oi^ wealth. Look into many 
text books on Political Economy, and you wifi find ca})ital 
spoken of as if its main, or even fts sohi office, were to furnish 
subsistence to the laborer. Yet t\w7 natiens may be equally 
providecTwith subsistence, while tke superiority of one of them 
in the possession of t^mls may give it a prodigious advantage 
over the other in the power of producing wealth. One man 
with simple tools may do tlie Avork of ten men •'eq' dly well 
fed, but having only their hands to work with. Ten men with 
the wood-wo*rking, cotton and wool-working, or metal-work- 
ii\g machinery of to-day, run by steam or water ])ower, may 
easily do the work of a thousand, with distaff, chisel, saw and 
axe. 


CHAPTER lY. 

THE PRODuAiVE 'CAPABILITY OF A COMMUNITY. 

09. We Jiave spoken, in succession, of land power, labor 
power and capital power. The productive capability of any 
community is determined by the^e three elements^,"" ib' the 
degrees in jvhich they are jteverally found to exist there. 

While - the land remains in the condition of increasing 
returns (Par. 50), as in the Easteni States of the American 
Union during their earlier history, pr(. luction may be large, 
per head of population, with but a small amount of capital 
available. Even after cultivation has reached the condition 
of diminishing returns (Par. 5f ), the energy, intelligence and 
skill of the laboring class, and the thorough organization of 
industry, may wrest a comj)aratively high rate of produce 
from the reluctant soil ; or, in spite of an ignorant, clumsy 
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and gpiritless population, as in the west of England, the con- 
centration of a vast capital upon a natur^ly rich soil ijiay 
yield large returns, long after the same stage of ^cultivation 
lias be'en reached. ^ . 

' 100. Where all three conditions ale found favorable to pro- 
ductioii, L e,y fertile lands not yet fully taken up, an intelli- 
gent and energetic laboring population, with abundaijit capital, 
as in the opening up of parts of our Western States within the 
last thirty years, and notably in the development of Minnesota 
and Dakota *now SR^ing 90, the rate at which wealth gfows 
appears almost fabulous. , Surely, inevitably, hoWever, the 
increase of population will bring about the condition when an 
increasing labor power and capital power must struggle with 
a decreasing capability of the soil. Mechanical inventions, 
chemical discoveries, may long postpone the diminution of the 
per-capita })roduct ; all improvements in the iiVdustrial char- 
acter of the working classes, or in the organization of labor, 
enable a larger population to be supj)orted without reduction 
in the quality of their subsistence ; but not the less is the 
power oi one of the facto^’is of production steadily on the 
decline. 

This prip'3;^)le applies, be it observed* only to the per-cap- 
ita product. The absolute quantity ])roduced increases con- 
stantly with’every increment of labc>r oii capital judiciously 
applied to the land. There never comes a time wh^f*»-more 
laborers will not pi^oduce larger harvests. Therc^never comes 
a time when additional capital introduced into agriculture* 
cannot secure for itself some return. 

101 . Such is the condition un^r which the earth is culti- 
vated by human labor, for the supply of human wants. The 
production of wealth by mechanical processes is, however, 
we have seen (Par. 53 .), subject to this condition only so far 
as relates to the materials employed, in manufactures, all of 
which are derived from agriculture. The mechanical pro- 
cesses themselVes are subjeOu to no such drawback. On 
the contrary, the increase of population for a considerable 
period allows the* division of labor to take place more fully, 
with the result of enlarged prod*’ction. Hence the multipli- 
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cation and divenification of conveniences and refinements, 
so far as they*iiivolve no increase in tli|j amount of material 
consumed, may be carried forward literally without limit.* 
Labor and capital here act with prodigious force, not,* as we 
might say, by addition, \mt by multiplication, each step ren- 
dering every successive step easier, as the force of *ha])it and 
invention give to production a cons^ntly accelepatin^ rate of 
movement.* 

102. Productive Capability not fully Realized. — Produc- 
tive^capability being thus deterniii^ed Iby Jhe tl«*ee elements 
which hal^e been stated, the greatest question which the econ> 
omist has to answer, the most difiicult, the most«iin})ortant 
question in economi(!S,*is, wliyihe actual ])roduction of wealth 
falls so far short of its productive capability. But tliis is a ques- 
tion which cannot be finally answered till the reader has been 
taken througii all the departineiits, by turns, of economic 
science. It is not until the economist reaches the department 
of bonsuraption, that he can show how the use which is made 
of wealth may waste fhe capital fower of a community, 
or may impair its labor power through X]\q effects of vicious 
indulgence upon muscuilar sjrength and uj)on the will of 
the laborer. In the •department of distributi()jmpa*gain, we 
shall s«e how the division of the product of industry, 
among the several persons and classes of persetns engaged, 
may mn-k great and perfiiaiient injury to those who jye 
at disad^ntage in making their claim ; am] how disputes and 
• ontests over that division may seriously reduce the amount to 
be divided. •In the dejiartment of exchange, the economist 
meets the question in a sj>ecial form, namely, what is tlie 
cause of tliose occasional stoppages of production which 
aif known as crises, or “ hard times,” when the wheels of 
industry move with painful slowness, nnd the wealth which 
has been gathered in preceding periods is wasted in an inact- 
ivity from which all classes suffer, and yet for which no one 
seems accountable, since all ara^ or profess t6 be, ready and 


* The important mistake committed by Mr. Henry George, through 
overlooking this point, will be indicated in Par. 515-7. 
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desirous to work. Under each of these titles, thus, we shall 
find something by wb|ch to explain the phenomenon that the 
actual production of every commercial and manufacturing 
country, taking a term of years together, falls far below the 
possible production, 

103 . Industrial Structure. — Even under the present title, 
we have lo note a liability which besets the productive power of 
a community^ arising from what we may term its industrial 
structure. By this term is intended that organization of the 
capital powe^ and the labor power of a community, wuich 
makes the productive capability of the whole depend, in a 
greater or Jess degree, upon the character of individuals or 
classes of individuals, and, in consequence, upon accidents 
affecting thp fortunes of sinth individuals or classes. This is 
a matter far too little regard(‘d in reasoning about the wealth 
of nations and communities. Writers in economics are apt to 
speak of the labor power and the capital power of a commun- 
ity as if they wc*re aggregates of pure for(‘i'. No ref(‘rerice 
is made to structural organization. 'Complete homogeneity 
and the nighest mobility a^re assumed for the whole labor- 
mass and the whole capital -mass. 

In siudi ,Ji.^way of looking at the subject we lose sight of 
the possibilities of great loss to production arishig out 
of two conditions. 

; ^04* (a) Partial Immobility of Oapital and Labor^Ui ‘*^11 

advanced industrial societies, labor and capital become com- 
mitted to certain courses, from which they can* only departs 
after much delay, against great resistance, at heaty cost. We 
have seen how vast is the increase in productive power caused 
by the division of labor, the differentiation of industrial func- 
tions, the specialization and localization of trades and the 
organization of the j)roductive forces. 

Precisely according to the chances of gain resulting here- 
from, is the risk of loss, in the case of* mistake or misadvent- 
ure. The artwan who has lear^ied a trade becomegi.corapara- 
tively helpless if the opportunities for working at^ that trade 
are taken away. » The factory hand who has learned to per- 
form only one operation out of the multitude that go to the 
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epinning of a single yard of cloth, can do little if he be thrown 
out of the plafie where that operation is^tb be performed in 
immediate connection with *all the others. In theory, the 
artisan or !he factory hand may turn to some other fteld of 
productfon, and soon aeqiwre the knowledge and the manual 
skilkrequired in some new art or trade*. The obsefvation of 
large populations, through long periods, shows tlmt sifch read- 
justmcilts^ol' Ri)e(;ialized labor demand more enei^y and more 
enterprise than are possessed by n|^)st laboi-ers, oi*euj)y a great 
dealtof time, at the best, and involve no sinall waste of labor 
power. 

, Not infrequently that readjustment is not fully a(‘tfomplished 
in the generation that first feels the necessity for it. The 
population or class of laborers upon whom this^ demand is 
made, prove unequal to the task, lose ho})efulness, juurage 
and self-resp(^*t, and by a slow d(;clin(* sink into ])auperism, 
s(jualor, vagabondage and vice, too often transmitting tainted 
blood and tainted minds to the generation that follows. 

106. (b)Mis(iiroction«f Labor ant# Capital.— (^a])ita' power 
and, in perhaps a greater degree, labor power are in the hands 
of individuals whose peculiarities* of character, of habitude, 
of station, seriousl}^ tnodify the application of ^‘afital and 
labor to»produ(dion ; whose mistaken aims, whose erroneous 
impulses, may diverHhese forces from tlu* objett which we 
have fuipj)Osed them to he* seeking w^th an unremitting a^d 
an unmi^aking attraction ; whose accidents of fortune may 
]>air the energy of the industrial movement, or for a time 
arrest it con]^)lctely. 

The most familiar illustration we could use is that of a fac- 
tory whose* master has 8udd<*nly di(‘d. The labor power 
reiaains ; the capital power remains ; but the spring that set 
them in motion is broken. It may hap]K'n that a son, or a 
partner, of equal ability, will at once step forward and take 
* uj) the burden that has fallen from the nerveless hands. It 
may be, on the other hand, that a long period af embarrass- 
ment will ffesult, during which labor and capital will stand 
idle. Perhaps the loss will never be made gaod. An incom- 
petent person succeeds by right of relationship. Bad manage- 
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merit dissipates both the accumulated wealth and the reputa- 
tion of the establishment. After a dreary struggle, the stock 
and fixtures are sold, the factory is dismantled, and the opera-* 
tives ^0 forth to find employment elsewhere as ' they may. 
There is many a thriving town in New England, whose only 
reason fpr growth, through fifty years, from small beginniiigs, 
has been found in the accident of the birth there, and the long 
life, of a sipigle energetic, able, careful man ot business. 
There is many a “ deserted ^village whpse decay dates from 
the sickness or deat^Ji of one man, out of the many hundreds 
who thronged its streets. 

So difiicuut is the control and direction of capital and labor, 
that a distinct class is called into being, in all industriall}’- 
advanced communities, to undertake that function. This 
class is known as the employing class, or, to adopt a word from 
the French, the enircprmmr class. 

100. Th© Entrepreneur Class. — Mastership is essential to 
a large and varied production. The industrial enterprises of 
the civilized states could not have been brought to their pres- 
ent height without mastership, and could not be maintained at 
that height one year without it. Whatever may be true of 
politics, thj^:^Jndustry of the world is •not tending toward 
• democracy, but in the opposite direction. • 

In its first 'stages, the division of labor ^oes not necessarily 
imply the introduction v^f the master-class. When th^orms 
of production are f^w ; when materials are simple ; wnen only 
hand-tools are used ; when each artisan working at his bench 
makes the whole of the article to be marketed ; Vhen styles 
are standard, and the consumers of the product are found in 
the immediate neighborhood, the need of the mister is not 
felt. But when the hand-loom gives way to the power-loom ; 
when the giant factory absorbs a thousand petty shops ; when 
many persons, of all degrees of skill and strength, contribute 
to^a result which perhaps not one of them comprehends per- 
fectly or at all when machii&ery is introduced which deals 
with the gauzy fabric more delicately than the human hand, 
and crushes stone and iron with the force of lightning ; when 
costly materials require to be brought from the four quarters 
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of the globe, an^ the products are distrijbuted by the agen- 
cies^ of commerce througli every land ;#when fashion enters, 
*deniandirig^ncessant changes in form or substance to meet the 
caprices of the market, then the master becomes a necessity of 
the situation. 

Ifls work is not aloi^e to enforce discipline througli the body 
^ of laborers thus brought under one joof ; not aldne to organ- 
ize these ])arts into a wdiole and keep every jiart in its place, 
at its proper work ; not alone to^urn^h technical skill, and 
excMse a general carc^of the vast^ property involved. ]>e- 
yond th(%(* and far more than Ijiese, he is called upon to 
assume the responsibilities of production ; to decide Avhat 
shall be madi*, after what ]>al terns, in what vpiantities, at what 
times ; to whom tin* })roduct shall be sold, at wha1»prices, and 
on what terms of jiayment. The armies of industry can no 
more be raised, e(juipped, held together, moved and engaged, 
without their commamhu-s, than can the armies of war. 

107. Those conditions of production which bring to the 
laborcir the necessity of •finding a maWr under whom ne can 
work, bring to the man of sujierioi^ abilities and acijuirements 
the op])ortunity to employ hi^ jiow^u’s for the greatest econo- 
mic advantage of society and for the gnsatest prof-V^>l*iii^i^^lf' 
In a (ioAimunity where division of labor has proce(‘d(‘d but a 
little way, the man 4 >f intellei^t moves but one ]fiiir of arms. 
In a lp^';|dy organized industrial system, he moves athousan*!. 

One man who has the genius to jdan findi^ a host of helpers, 
•j. A\ of whom can execute his 8c,hem(*s nearly if not quite as 
well as he Ifimself individually could, who yet would have 
been wholly helpless and ayiaz(‘d in the presence of the exi- 
geiKues, the difficulties, the dangers, which only arouse the 
sjfrit of the master, stimulate his faculties, and afford him the 
heenest zest of enjoyimmt. 

108. Whether we regard this as the ideal statq or not, 
whether wa^ rcijoice or re])ine at the extension of the principle 
of mastersliip in industry, it is llie most characteristic fact of 
the industrfal system of to-day. It is likely to gain rather 
than to lose importance in the years to come. * 

During the great mor.al and political fermentation, which 
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brought on the Revolution of 1848, the attention of social 
reformers in France ;was called to the possible benefits of Co- 
operation, being an industrial system in which^ mastership, 
should disappear. Not a few of the English economists, and, 
following them, American economists generally, have been led 
to take up co-operation as a practicable scheme, which ®nly 
needs to^be Uied in order to work the most beneficent results* 

8o far froip it being true that the abolition of rAa*stdrship is 
at present feasible,* there ^ever was a time when the distance 
between the, man and ''the master was so wide as it is totday. 
Nay, the distance between the mere superintendenV, or over- 
seer, on tlv3 one hand, who thoroughly understands the techni- 
calities of production, and has all the ability required for exe- 
cuting ord 9 rs, for enforcing discipline among the working force, 
and for keeping the machinery of the mill smoothly running, 
and the real master, the organizer and energizer, />n the other, is 
greater to-day than it ever was before. That distance, so far 
as I can judge, tends continually to increase. The possibili- 
ties of gain or of loss*.'Wcre ncveiv so great as now. The 

choices 4nd decisions essential to the conduct of business were 
. t 

never so frequent or so difficult. The difference in the prod- 
uct, whit*h„ results from the difference <tbetween the able and 
the inf(*ridr management of affairs, was never so grert. The 
toleration o4fered to the common])lace in industry was never 
sp small. 

109. Possibilities of Industrial Damage Involved in the 
Entrepreneur System. — While the entrepreneur system ii^ 
thus, an agency of the highest efficiency in increasing the pro- 
ductive power of a community ; becomes, indeed, the condi- 
tion without which the industrial enterprises of modern society 
could not exist, it will be seen that it involves the possibility 
of industrial disasters commensurate with the forces it sets 
in motion. Just as the accidents of the railway are more 

* I speak here pf industry as a whole, and especially of the largest 
branches, supplying general markets. When we com^^^to speak of 
Industrial Co-operation, in Part VI, I shall note certain possible excep- 
tions, in the case of smaller branches of industry supplying narrower 
markets. 
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destructive and Tearful than those of the^ wagon road, so do 
the /satastroplies 0 / modem production (ixceed, in their wreck 
of fortune waste of capital, all that is possible under the 
less ambitious organization of productive agencies. Tlie mis- 
takes of the man ^ho controls a thousand workmen are multi- 
pliefl a'thousand fold., 4 

And tl^ose mistakes will not be* infrequent. • While the 
entrepreneur class in any community corisistoigenerally of 
strong men, that class, contains many pt^rsons who by the acci- 
denf of fortune have come into the ^ontrol^f th<* agencies of 
produ(iti(?n without the necessary qualifications, and who 
habitually mismanage and misdirect these agendes, to the 
lowering of the general scale of productiveness in the com- 
munity. Moreover, the ablest men of business themselves fall 
far short of the ideal standard. Not to speak of intellectual 
failings, infirmities of the will are such as to make it a mat- 
ter of course that no small ])art of the industrial power placed 
in the hands of the entrepreneur class will be misdirected. 
"Hie perfect temper of business is found in few menj oscilla- 
tions between recklessness, on the #ne hand, and over-cautious- 
n(‘ss, on the other, constitute the rule, while absolute self -poise 
is the rare exception. •In paragraphs 3K1 to 314, indicated 
certain •causes which tend to multiply the proportion of 
incompetent employers. , 

110 . Destruction of Wealth. — Another c ause wdiich k;- 
quires to be mentioned, as in a degree accounting fpr the fail- 
i.ie of industrial society to accumulate wealth and maintain a 
productive capability corresponding to the theoretical efficiency 
of the three^ primary agenjs of production, land, labor, and 
capital, is the actual destruction of wealth by accident or con- 
V’.flsions of nature. The losses by fire, alone, in the United 
States probably exceed a hundred millicus of dollars a year, 
if structures only are coysidered ; while were we to^add the 
damage to crops and forests, the sum of wealth consumed by 
this fearful agent would be gifcatly increaseS.* Hurricanes, 
and storms, and floods, and accidents by rail, annually waste 
and destroy no inconsiderable portion of the prc>ducts of human 
skill and toil. 
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THE TilEOEY OF VALUE. 

111. Exchange as a Department of Political Economy 

We have seen that tliere is a tendency among recent writers 
to abolish the familiar departments of ])olitical economy, sev- 
erally known as production, exchange, distribution and con- 
sumption, as interfering unduly wntli the Sim}>liciiy and 
perhaps with the dignity of the science they have chosen to 
cultivate. Even of those who have retaiiuid certain of these 
titles, there is a general consent at ledst to abandon exchange, 
as a department of political economy.* 

I am disposed to think hhat this giuu^ral abandonmcmt of 
exchange, a distinct title in ])olitical h?cononiy, is due to a 
confusion of exchange with trade or commerce, vi(^\^ed as 
productive dgeiuhes. It is seen that the most of what is done 
in trade or eomnierce pertains to the production of wealth. 
The labor employed in packing or baling goods, in transport- 
ing them to market, in opening and exposing them for sale, is 
engaged in the production of wealth, equally with that 
employed in raising the raw materials from the ground, or 
fashioning them into merchantable shapes. V alues are created 
as truly in the one case as in the other. Even the labor of fiie 
clerks and salesmen is productive labor as much as that of the 
artisan or the agiiculturist. The Iiorses and wagons, the 
locomotives and cars, the shops and warehouses, of trade and 
commerce arc strictly productive agencies. 

* To this Mr. MiU forms a conspicuous exception. He makes exchange, 
aa distinguished from production and from distribution, the subject of 
one of the books of his Political Economy. 
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What is it, theft, that need he considered under the title, 
exchange? What is left, after production has been fully 
treated ? ^hy should this department of jiolitical economy 
be r(‘tained ? * 

Under the title, ^exchange, in a systematic treatise on politi- 
cal ^-onomy, I would consider the Ratios of Exchange, the 
terms on which goods, coTnmodities,^articles pos^t^ssing value,, 
items in tfie*smn of wealth, exchange for one another. We 
are here called to ans\^er the questioii : Why does so much 
of tlfis commodity exchange for so lyuch o^ that? Why not 
for more* Why not for h'ss ? 

Such a (piestion, it a]>])ears to me, can best hv trt*at(*d apart 
from the exposition of* the physical conditions nnd(‘r Avhich 
wealth is produced fas, for instance, the efficiency ^f the divi- 
sion of labor, or the diminishing ))roductiveness ot land); 
a]»art from tin* discussion of the forces by which the product 
of industry is distribuU*d in wages, interest, profits, rent ; 
a]>art, also, from th(‘ (jiu'stion, what effects u])on the future 
j>roduction of wealth wiH be wrought^by giving one direction, 
or another, to the consunijition of ^le existing body of wealth. 

112. Exchange Arises oy^t of Hhe Division of Labor.— 
The occasion for exchange arises out of the divisii)]^ bf labor. 
Were aM jiersons engaged in the same productive avocations, 
there would be no inducement to exchange. T<» barter fish 
for fish, or bread for^reail, would be ^m])ly a waste of tiiye 
and energy. It is bi'causc men first divide in production that 
^ y afterward unite in exchange. It would be easy to con- 
ceive a comnfunily in which each producer should be engaged 
in precisely the same work as every other, each raising from 
the ground dr making by tlm labor of his hands all that he 
w«re to eat, drink or wear. In such a situation, all that has 
been said of the causes of the varying efiiciency of individual 
laborers would hold good ; all that has been said concerning 
“ diminishing returns in agriculture,” all that has been said of 
tlu‘ origin^and office of capital,^ would still h#ld good. But 
there would be no actual exchange, because there would be no 
division of labor. 

L<‘t, however, the production of the individuals of a com- 
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munity be varied by ever so little, the occasion for exchange 
will arise. If one agriculturist raise wheat,, another rye, an- 
other potatoes; and if others raise, some cattle, i^oine sheep, 
some Swine, the products will soon begin to be exchanged. 
Then the question will arise, how much wheat shall be given 
for a bushel of rye or potatoes; how many sheep or swin^ for 
an ox ? 

Let the prnciple of the division of labor be carried further, 
until a score or a liundred mechanical arts and trades and 
half a dozen learij^nl professions come to be recognized, and 
the occasions for excliange will rapidly extend to a large part 
of the entihe production of the community. The farmer may 
still consume a half * of his own corn and beef and })otatoes, 
but the smhli will scarcely consume the product of Ids own 
labor for three days in the year; the boot-maker will be con- 
tent with one out of fifty pairs of boots he makes in the same 
time ; the physician will probably Lake none of his own medi- 
cines. 

113. An Exchanging Class. — And it will resillt, either that 
these persons, having occasion to exchange their products for 
those of others, will have to give, up an aj>preciablc jiortion of 
tluur time V' making those exchanges in person, or else, the 
work of making exchanges will become the subject m&ttcr of 
a new profession or avocation. ^ ^ 

Tf the smith can in (^iie day m;ike as many horseshoes as 
the farmer could in ten ; and if the farmer can in one day do 
as much in raising wheat as the smith could in two or three, * 
it is evident that the peddler or shopkeeper who*enables the 
farmer to keep steadily at w'ork raising wheat and yet have 
shoes for his horses, and the smith to keep making shoes and 

* In England, says Prof. Iloseher, it is 118.8 per cent, of the supply 
that comes to the market ; in Belgium, 40 ; in Saxony, at least 50 per 
cent. In Germany, the farmers consume on an average, two-thirds tliem- 
selves. 

The ratio between the portion of ^Jhe crop marketed and .the portion 
consumed at home, is, of course, not the same for any two ''ountries. or 
for the same country, at any two dates. It is continually changing with 
changes in the habits of living among the ixjople, with changes in 
facilities of transportation, etc. 
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nothing else, and*yet have bread to live upon, is a productive 
agent as truly*as smith or farmer. 

' Just as tl^ division of labor between the individuals of a 

community gives rise to exchange, so the extension bf the 

same prfnciple to the conflnunities of any country, or still fur- 

theifto all the countries of the world, creates new occasions 
' • . . . , 
for exchange and rapidly multiplies the objeots to be ex- 

changeS. Li all these successive cases the agenqies by which 
exchanges are effected : the labor #f the^men engaged in trade 
or Itansportation ; the horses and, wagojjs, the steam-cars 
and ships ; the services of the clerks who write orders for 
» goods and keep account of sales and payments, of the bankers 
who advance the requisite capital or reruit the proceeds of 
commercial ventures, even of the shipping reporterg and finan- 
cial editors who supply the information upon which merchants 
and bankers alike must act, all these agencies are as truly pro- 
ductive of wealth as the labor of mechanics or miners or agri- 
culturists, and are to be treated under the title, production. 

We have, uflder the tft-le exchange^ only to* investigate the 
principles which determine that, so many dozens of wood 
ficrews made in Providence of so Inany pounds of horseshoe 
nails made in Troy, shall purchase so much of thij wheat of 
Illinois,*the tobacco of Kentucky, the sugar or molasses of 
Ouba, the tea of Chi^ia. 

114. Value.— Whence comes this power-in-exchange? Wh^t 
are its conditions, and what its limitations 
4 We have defined value as the power wliich an article con- 
fers upon its’possessor, irrespective of legal authority or per- 
sonal sentiments, of commanding, in exchange for itself, the 
labor, or the products of the labor, of others. 

S^ut let us go further, and inquire how it is that one article 
confers on its possessor such a power, while another docs not; 
^ why it is that, of two articles of value, one confers the power 
of commanding the labor of others for weeks or years, while 
another is-'parted with for the service of a da}^ oTr an hour. 

116. Vafue and Price.— But, first, let us introduce a tenn, 
the use of which is not absolutely necessary sft this point, but 
which will, nevertheless, save much circumlocution, and per- 
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haps avoid a liability to misunderstanding — that term is Price. 
Value is, briefly speajcing, purchasing power, oi* power in ex- 
change. Price is purchasing power expressed iji terms of 
some 'one article ; power-in-exchange-for-that-article, be the 
same wheat, or beef, or wool, or gold, or silver. In common 
speech the word price brings up the idea of money-valuc^f the 
purcliasmg power of an article expressed in terms of money. 
Yet it is eqi|filly cori*e(5t to say that tlie pri(*e of a liorse is 
seventy-five bushels of whept, as to say that it is one hundred 
dollars. Inasmuch as we^have not yet introduced the mwiey 
function into our discussion, the word })nce, tlirongliout the 
present (;)i?.]>ter, will be understood in its more general sense, 
as the purchasing power of a commodity expressed in terms 
of some otljjer article. 

116. Distinction between Value and Utility .--In setting 
out upon our searcli for the law of vakus a distinction of great 
importance' requires to be made. Value must be severely dis- 
tinguished from utility. Many economists of merit have 
stumbled at this jioint. ^ven of those who have observed the 
distinction between the two conceptions, some have resorted 
to unfortunate terms for their characterization, and have 
written of yaliie in use and value in eixhange. Now, value 
in use is utility, and nothing else, and in political etonomy 
should be called by that name and no other. Value is power- 
iu-exchange, and, therefore, the term value-in-exchange is seen 
to be a bad one, at once clumsy and mivsleading. 

Nor must it be thought that value and utility liave any such 
necessary and constant relation to each other that one may 
safely be used for the other. On the contrary, an article may 
have the highest conceivable utility, yet no value'. 

The utility of atmosjdieric air is inexpressible. Atmospheric 
air has usually no value, because it is suj)j>licd naturally, in 
such abundance that any one can have as much of it as he has 
occasion to use without giving for it either his labor or the 
products of Ms^dabor. Eveiv atmospheric air may; however, 
acquire value and be sold at a regular, definite prifee, so much 
per cubic foot,’ as when delivered through pipes to a diver 
beneath the surface of the ocean. 
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The utility of Hrater is also heyond expression, yet ordinarily 
water has no value. In cities, however^ water is delivered to 
householder at fixed rates, supposed to represent the cost of 
the service by wdiich the fluid is stored, conducted and* deliv- 
ered. tV^ater, though ordinarily to be had gratuitously, may 
thuf acquire value. On the other hand, something* inay even 
be paid for merely getting rid of it^ A party may enter into 
a contract *for pumping it out of a niin(‘, or a# swamp, or a 
(cellar, at so much a gallon. A mui:h’higlu‘r pri(‘.e is often paid 
for temoviiig the fluid from the pla^e whe^e it is not wanted, 
than is cbmmonly paid for bringing it to the place where it is 
want(*d. • 

Ijiit while utility and value must not, in economic reason- 
ing, be us(‘d int(‘rchangeab]y, as tlu‘y so often arejln ordinary 
s[H'ech, utility is everywhere one of the eleniods if value. It 
is always present, where value is present. It can not be assumed 
that a man will give his labor or the j)roducts of his labor for 
that for which he has no use. 

■ 117. Useful does nof mean Beneficial. — It needs to be 
ohsiTved that the utility of widely the economist s})eaks is not 
alw’ays the utility recognized.by tl1(‘ moral philosopher or the 
physiologist. l>y th.ft term the economist signifles only that 
an arti(?le answ(‘rs a felt human w^ant ; that m(‘niliave a use 
for it. • 

Tlie a])p(‘tite from which that sense rf^)f w’ant arises may J)e 
A icious, tin* object itself may be prejudicial, even pernicious. 

► iiiloxicating liquors are, in their main uses, injurious to body 
and to mind* but so long as men w^‘lnt them, they have utility, 
in the economic sense. So long as men w^aiit them and can 
only g(‘t them by giving something for them, they have also 
vflue. Nay, the i)russic acid w'hich a desjxuiding WTetch buys 
of the druggist has its value as truly a^ the medicine which a 
father buys to save his child’s life, and has its utility, in the 
economic sense, as well. 

118. Is^ alue a Momentary 3Phenomenon t*— We say, value 
is power-in -exchange. 8on;e waiters, using this definition, have 
proceeded lo argue that value is a momentary phenomenon, 
beginning and closing with the act of exchange, and that an 
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article has value onl^ when it is exchanged ; ^only while it is 
exchanging. » ^ . 

Is not this to confound our knowledge of a thing wit^h the thing ^ 
itself ? ^ A man owning an article can not know precisely what 
it is worth until he comes to cxchangh it. B;it it may all the 
time he beyond the possibility of doubt that the arttele 
has purchasing power ; would bring something in an 
exchange. e 

One owns a house in New ^ York. He can not know at any 
given time, withou^t rcsor^^. to an actual exchange, what •its 
value is, since value is power-in -exchange, and to an exchange, 
as to a quarrel, tliere must be two parties. The owner’s per- 
sonal estimate does not fix the value, wliich may prove much 
below that ^‘stimate. But while the owner may not know 
what is its power-in-exchange, there may be no room for 
doubt that it has such power. If it would not sell for $ 30 , 000 , 
his estimate, it would bring $10,000 in any conceivable state 
of the market ; but if it only brought $ 5 , 000 , or $ 5 , it would 
have value. ^ “ 

A farmer in Illinois has l/)00 bushels of wheat, and sells 
500 bushels at $ 1 . 50 . He knows that the remaining 500 
bushels hav^ value ; but, just what that ’Value is, he can not 
know. Thai the wheat would go off at some price, is beyond 
question ; bu'fc it might take a consideral^h^ reduction, say to 
$ 1.45 or $ 1.40 to carry it off ; or, off the other hand, a change 
in the market might put the price up to $ 1 . 65 . 

There are, indeed, circumstances where a man may not be ' 
able to know that an article in his possession has Value unless 
he actually finds a purchaser for it. These are cases where 
the value of an article is, at the best, low ; or where the uses 
of an article are few, and the demand for it spasmodic anti 
intermittent. But to say that value is a momentary phenom- 
enon, only emerging in the presence of a purchaser, and 
remaining only during the consummation of a bargain, seems 
much like saying that a body hes weight only while come one 
is lifting it. ' 

V 1 1 9 . What is the Eelation of Labor to Value P— W e have 
said that value is the power which an article confers upon its 
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possessor, irrespAjtive of legal authority^ or personal senti- 
mei;t8, to commaijcJ iu exclijjnge for itself the labor, or the 
products ofithe labor, of others. 

Does ^that power arise solely and necessarily from the fact 
that labor has bc;^n bestowed upon the production of that 
artiAe? No. It is tyue that men do not conunoijjy give 
labor for^that which has not cost# labor; and •that, on the 
whole, and in the long run, the re8j)ective valuessof a number 
of articles will, at least in the ssfcne cpnim unity,* be nearly 
acccfrding to the amounts of labor 4hat li^ve been expended 
upon thefh, severally. But it is not because an article has cost 
labor that it possesses value. That is because it cjtn not now 
be obtained without labor. In any given instance it is not 
necessary that a thing, to have value, should itseli Iv ve cost 
labor ill any degree ; while it is not at all uncommon to find 
an article hafing a value equal to that of another article 
which cost twice as much labor as itself. 

120. Prof. Senior’s Statement.— Bn )f. Senior remarks ; 
‘‘‘Any other cause llrnitiiig supply, is just as efficient a cause 
of value in an article, as the necessity of labor to its produc- 
tion. And, in fact, if all the •commodities used b}^ man were 
supplied by nature ^?^ithout any intervention wjiatever of 
human fabor, but were supplied in ])recisely the sfmc quanti- 
ties as they now are^ the^e is no reason to su}>po%e that they 
would either cease to be vsiluable, or ould exchange in aity 
other than their ])resent proportions.” 

< Prof. Senior elsewhere inquires : “ Suppose meteoric iron 
were the only form in which that metal were ]>roduced, would 
not the iron supplied from |^eaven be far more valuable than 
any existing metal ? ” 

\21. Here is an autograph of John Milton. The lines may 
have been written to a friend, or from a mere freak of fancy, 
^ or to occupy an idle mopient. Labor, in the economic sense, 
there was none. Yet the autograph may be worth #20 ; that 
is, may c<?mmand for its possest^l^r the labor of* a skilled work- 

* The significance of this qualification will be seen when we come to 
speak of International Exchanges, in the following chapter. 
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man for ten days, of ton working hours eaeli': Here is a high 
degree of value (tliat is, command of th^ lat)or of others) 
where yet no labor has been. The explanation is ioiind in the 
fact that Milton is dead, and liis remaining autographs are 
few, while many people want tliem, rtnd want them very much. 

This js an instance* of what may be called “ monojftdy- 
value,” or as some prefer to call it, scarcity- value, ''j.^'lie value 
here is altogedier irrespective of the amount of labor expended 
upon the lu’odiiction of tho'article, simply because the article 
can not be reprodip-ed, or,. the stock of it replaced by labof. 

122, Cost of Productio.n, or of Reproduction!— 'Again, 

take the caf'ie of an article which, by reason of the discovery 
of new fields of the raw material, or of some mechanical inven- 
tion, can now be produced with the expenditure of half as 
much labor as formerly. Will the value of the stock of such 
goods on hand be iiifluenct‘d by the original cost of ])roducing 
them? Not at all. Tluy will exchange for other ju’oducts 
on the same terms as the goods brought into the market under 
the new conditions. * 

In the same way, if the aifuount of labor required for the 
production of this kind of goods should suddcmly increase, 
from the d^fiiiiiution of the supply of materials, or other cause, 
the stock on liand would ai^quire a higher valm*, corresjSonding 
to the cost of bringing in new goods of t}\e same quality. 

Jbmee, in res]>ect torall goods which can be produ(a*d, or 
the supjdy of whicji can be replaced, within tlie time during 
which those who want tliem are willing to wait for them, we« 
say that value is detemilned not so much hj thh cost of pro- 
duction as by the cost of reproduction. They are excdianged 
for the products of others, not necessarily in proportion to the 
amount of labor they actually required, but, rather, according 
to the amount of labor which would now replace* tlie stock. 

123. Time an Element, — I said, ‘‘within the time during 
which those who want them are willing to wait for them.” 
The fact that ghods can not i^e reproduced, or the^ stock of 
them renewed, witliout a certain delay, may, for a‘ time, con- 
fer a monopoly-talue on the existing stock. Thus, if the sup- 
ply of food in a city had nearly failed, the fact that an 
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abundance were Certain to arrive in two weeks would have 
littl^ or no effect 911 the value of the sca#ity store remaining. 
Men can no^ wait two weeks for food. They must have it at 
once. In their urgent necessity, they will exchange their labor, 
or tlie products, of tlfeir labor, for continually smaller 
(jiiafttities of meat and bread, up to the very momeiit^that the 
ships which bear the new supplies (V*op anchor hi the harbor. 

124. It IS not Always the Cost of Eoproci«.ction, — But 
wdiile, as between tlw cost of jjiroduction and the cost of 
rej>A)du(;tioii, it is the latter, and the fyrmei’, whi(di deter- 
mines th^ ])ower an article shall h:^,ve in exchange ; it is not 
true that value is always d(‘termined by c(‘St of reproduction. 
It may be, in regard to any giv(‘n comiiiodity, at any given 
time, that the cost of reproducing it Avould be gueater, even 
far greater, than the price at Mdiich it sells. How can this be ? 
I answer that < his might occur through a diminution in the 
occasions for the use of that article. 

Two generations ago, (*very decent family possessed a 
spinning-wheel, and spiiTning-wheels lihen bore a price fairly 
proportioned, we may suppose, to,'th(‘ cost of their production 
with the tools and materials rtlien"^ available. A little later, 
when it ceased to be dlistomary to wear homespun, spinning- 
whe(‘ls fhay be said to have had no value at all. They were 
banished to attiv^s, o^’ turned into jdaythirigs for dnildren, and 
quickly smashed to pieces. To-day, a fashion has come in, by 
which the spinning-wheel becomes the companion of the dado, 
fiesthetic furniture, and Queen Anne windows; and a well- 
preserved anti authentic specimen is worth more than the sum 
at which a ^ood rejwoduction could be made and sold. 

126. Demand and Supply. — If neither cost of production 
ndr cost of reproduction determines th(‘ power which an arti- 
cle shall have in exchange, is there any ^ rinciplc of universal 
application on which value rests ? I reply, yes : Value 
depends always and wholly on the relation between demand 
and suppfy. * * 

^ These tel^ms require to be dt‘fined. It will not answer to 
trust to the ideas w'hich the words of themsel’f es call up in the 
niind of the reader. Demand and supply alike have refer 
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^oe (1) to a certain article, and (2) to a licrtain price. In 
the economic sense,' Remand means the quantity of a gjiven 
article which would be taken at a given price. Sv’pply means 
the quantity of that article which could be had at that price. 

Neither of these two elements of ‘demand and supply must 
be omitted. From the neglect of one of them by many Econ- 
omists great confusion ]\^p arisen. Nearly all writers have 
seen that dey^and must have reference to a certain article, be 
it wheat, or potatoes, or inm, or wool,., or something else in 
particular ; tliat tjiere ispo such a thing as a demand ifidis- 
criminately for meat, potatoes, iron, wool, and all othEr articles 
in the manket. In tlie same way it is seen that the word supply 
has no significance unless some one article is in view. It has 
not, howev/‘r, been so clearly ajiprehended and strongly held 
in mind, that ^demand and supply both have reference to a 
certain price. 

126. Desire is not Demand. — It has been said that demand 
means the quantity of any seated article which would be taken 
at a stated price. Demand can possibly come only from 
those who could give the pi;ice. So we see that desire is not 
demand. As Mr. Thornto’n say^, there is no demand, econom- 
ically speaking, in the hungry eyes of af penniless boy, looking 
at tarts through a pastrj^-cook’s window. Without 'pennies, 
an unlimited longing and capacity for^. their consumption 
w^uld not enable that boy to contribute aught to the demand 
for tarts. 

127. Beduction of Supply. — Let us illustrate the applicat 
tion of the terms demand and supply in economics. 

We will take the case of an island far out at sea, inhabited 
by a population mainly engaged in fishing and* agriculture, 
liaving, on one side, a beach which is strewn with vast dej^s- 
its of seaweed, which has been found to be a very good dress- 
ing, or manure, for the cultivated fields of the island. A 
hundred of the islanders are accustomed to get out the 
seaweed^ in intervals of fishkig or of cultivating ^heir own 
little properties, selling it to the farmers inland. * 

We may suppose that this manure is found to increase the 
yield of the lands to which it is applied to such an extent that 
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there are a thousand farmers who will each give ten busfids 
of wheat, thi^year, for five loads of seaweed. There is, then, 
a demand f^r five thousand loads at the price of two bushels 
of wheat per load. Now the supply—that is, the Amount 
oi!ered,*or ready to be offered, at this price— may be greater 
or lass than five thousand loads. It may be that th*e^atch of 
fish alon^ the shore is*80 abundant jthis season lhat all those 
who are aciustonied to get out the seaweed find tl^y can obtain 
more by fishing. Thpre may, theii, be no supply whatever, at 
thisiprice. And it may happen tha^ there^will be no demand 
for seaweed at any higlier price. The farmers may be agreed 
in believing that, what with the labor of applying tiie manure, 
and what with the necessity for paying for it months before 
the harvest, seaweed is not worth to any man mo%^ than two 
bushels of wheat. In this case, none of this article will be 
gathered, and^the supply will be nil. 

2 d. It may happen that, in spite of the superior attractions 
of fishing, this season, a certain number of those who habitu- 
ariy gather the seaweed 'may continuf^ to do so, some because 
of the force of habit ; some because they know that the per- 
sons whom they have been acpustolned to supply will look to 
tliern for it ; some because their boats and nets are out of 
repair ;«somc because of sickness in their families, indisposing 
them to go far frojjn home. So that it may insult that a 
thousand loads will be gathered. This»may all be sold a^ two 
bushels of wheat per load. 

Those who buy may be those who have usually bought of 
the persons Atho now have to sell, and this may be the sole or 
the determining reason why the seaweed is sold to them, and 
not to others ; or they may*be those whose farms lie nearest to 
thi shore, and hence are first reached by the carts laden with 
the manure ; or they may be those who '' spoke first ” for sea- 
weed, early in the season. Any one of a number of reasons 
may control the selection of the persons who shall receive the 
thousand ioads, out of the larger number whcf formerly pur- 
chased five* thousand loads. And this, it will be observed, 
occurs without raising the price of seaweed, although the 
amount gatliered has been greatly reduced. 
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3d. Again, it may happen that among the t'ormer purchasers 
of the seaweed wili be found a considerable number of 
farmers, wanting in the aggregate 2500 loads, vho esteem 
that article as worth more to tliem, per load, than two bushels 
of wheat ; and, finding that it can rfot be ^lad for the usual 
price, these may begin to offer, first, a quarter and, then, a^ialf 
bushel more, in order to s^'cure each the amount required by 
his own landP 

Who, out of tlie former class of purchasers, shall be so dis- 
posed, may be det^Jrrnine^ by any oiu*, or more, of sevtu*al 
causes. It may be wont, it may be fancy, it may t)e obsti- 
nacy, or, it 'may be that their Ian Is are of a nature peculiarly 
to need such dressing, and to respond with more than ordinary 
liberality tf* this expenditure in their behajf. This demand 
for seaweed may be found strong and persistent enough to fix 
th(‘ price at two and a half bushels of wheat, ])e:’ load ; and at 
this price enough of the fishermen may be induced to give u}) 
their fishing ventures to j)rocurc the required amount of 2500 
loads. 

128. Increased Supply .^'^We have given three (\ases whe re 
a reduction in the sup])ly of seaweed brings up the question 
whether the demand shall prove sufficitmt to raise the price*. 
Let us take sm^eessively a few cases of an increase of the 
supply at the previous!}^ ])revailing pri(;c. , An unusually heavy 
st\!)rm bringing the s(f'aweed in large masses far up on the 
shore, or the invention of some new tool for getting it out, 
may enable each man engaged in this business to ])ring to* 
market, with the same labor, a mucli greater amoitnt ; or a bad 
season for fishing may cause a larger number of persons to 
seek to gt*t a livelihood in this way. Ten thousand loads are 
now j)roduced, or are ready to be produced, at two bushels^'of 
wheat i)er load. This, then, is the supply ; and it is to be ob- 
served that this is the supply equally whether the ten thou- 
sand loads are actually dug or not, if only those who are 
engaged in this business arO^ ready to bring to nrarket that 
amount at that price. In this situation one of several things 
may happen. 

1st. The increase of su]>ply may coincide with an increase 
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of demand, due to the breaking up of new lands for tillage, 
or to the failifre of some other species of ‘soil-dressing previ- 
ously used many farmers, or to a wider popular knowledge 
of the advantage of using the seaweed. This increase Af de- 
mand may be just such as«to take off the entire ten thousand 
loadsi at the customary price. 

2d, That result is, however, unlikgly. Even i^ an increase 
of dema'nd* should coincide with such a large ani sudden in- 
crease of supply, it wquld be strange if the coincideiKie were 
so complete as to leave the price just^liere jt was. If we take 
the more teasonable supposition that there is either no incrtiase 
of demand, or an increase less tlian the '!icr(‘ase ©f su})ply, 
shall we have, under fhe conditions existing, a new price 
resulting? In strict theory this is not necessary. ^It con- 
ceivable that, while the producers of this article stood ready 
to deliver ten tJiousand loads at two bushels of wheat a load, 
their interests, feelings, and habits, with res])(*et to labor and 
subsistence, might be so balanced, that, ratluT tlian tahv less 
than the customary price; they would hllow the production to 
fall to live thousand loads. ^ 

3d. But this, again, is not p\;obaMe. Although, as we shall 
see later (par, 145), tfeere is great power in custom to fix 
prict^s, s« much so that articles often kee]) the same price for 
years, in spite of con^iiderable alterations in the (‘(5nditions of 
production, it is not to be expected thaWso gr(‘at a changv* im 
we liave supposed to occur, would fail to (\stablisli a new 
pr;ce. The jiroducers of seaweed lieing [irepared to furnish 
ten thousand )bads, and the purchasers being accustomed to 
take only five thousand, it is probable that the desire of indi- 
vidual producers to keep themselves fully employed at the 
buj^ness would induce Competition amimg the sellers of this 
article. 

120. What is Competition? — Tliis is the most important 
word in the theory of value. I have now used it for the first 
time, though it might have beenfiitroduced wirti equal appro- 
^priateness, a*moment ago, in describing the change of price 
from two to two and a half bushels per load. * 

Competition signifies the operation of individual self- 
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interest, among the buyers and the sellem of any article in 
any market. It imtjjies that each man is actihg for himself 
solely, by himself solely, in exchange, to get the most he can 
from others, and to give the least lie must himself. 

1. The idea of competition isHijiposed to combinatiom 
Whereyer, and in whatever degree, buj^rs or sellers ast in 
concert, whc'^dier by insisting upon a certain price, or by regu- 
lating the ar lount to be bought or sold, there competition is, 
in so far, defeated. In competition every man is supposed to 
be active and alert to slip in ahead of every other mam and 
sell his own product first, and sell it at a higher price if pos- 
sible. Men in this state act as freely and as inde])endently as 
the minute particles of some fine dry powder absolutely desti- 
tute of col'esion. If any two parthdes in the economic mass 
stick together, so that one must move when, and as, and be- 
cause, the other does, comjietition is in so far defeated. 

(2) Comjietition is also ojijiosed to custom. If in any degree 
one buys or sells at a certain jirice, if h(‘ buys or sells in a cer- 
tain jilace, if he buys oi sells of or to a certain jierson, because 
he has (tone so in the past, he obeys the rule of custom. In 
competition men are assumed ip every transaction to seek and 
find their best market, that is, the plate to buy or to sell, in 
which, at the tinm, and under the (dnaimstances existing, they 
can get mo'st for what they have to sell ^nd will give least for 
v.'hat th(*y wish to buy, 

(3) Competition is (ijjjiosed to sentiment. Whenever any 
economic agent does or forbears any thing under the influence 
of any sentiment other than the desire of giving the least and 
gaining the most he can in ex(diange, be that sentiment pat- 
riotism, or gratitude, or charity, or vanity, leadftig him to do 
any otherwise than as self interest would jirompt, in that ctse, 
also, the rule of comjietition is departed from. Another rule 
is for the time substituted. 

130. The Action of Compotition. — Such is comjietition in 
the economic toise. Now hi us ivturn to our isJand. We 
have said that, with the producers of seaweed ready to get 
out and deliver ten thousand loads, wliile formerly but five 
thousand were used, it was not likely that a demand for the 
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additional amoiiiA would arise to carry off the entire amount, 
at the ciistorajfry ^rice of two bushels ^ wheat a load ; and 
that, conse(|ueTitly, competition would probably set in among 
the sellers of this aiticlo. Since there are not buyers (?iiougli 
to take off the whole supply, each jn-odiicer will try to S(‘ll aU 
his #wn stock, no matter who else does not ; and since there 
is reason to a})prehentl that the jjrice will sink below two 
bushels^, he Vill try to S(‘ll as near that figure as possible, and, 
h(‘nce, he will sell as ^oon as he cjiii find a purchaser. 

Tkrough this f orce th^ ^nc.c.jiyill ,Vcjxin 4^ decliui‘. It may 
be by slow degrees ; it may fall tumultuously. At two bush- 
els of w'heat, a load, demand and suj)])ly are umupial — ten 
thousand loads are off (‘red only five tiiousand are ready 

to be taken. At one busliel and three pe(*ks, the supply will 
])erhaps sink to nine thousand loads, since some of the more 
adventurous ayiong tlu* produ(H‘rs, the more daring and skill- 
ful fish(‘rmen anioiig them, or those having the best gardens 
and fields around their cottages, may decide that tlu'v can do 
Inciter for thenis(‘lves. Meaiiwdule,^ wu* may supj)()se the 
demand to rise? to six thousand joads, so numerous* are the 
farmers wdio think that, at thaj; pri(^‘, it will })ay them to use 
the dressing freely on*t,heir lands. At a bushel and a half, 
d(‘mand»and sup])ly still more nearly approach each other. At 
th(‘ new ])riee, the qu^intity offered — the su})ply — fapidly falls 
off. Meanwhile the demand lias inereji^ed, since, at a bushtd 
and a half for a load of manure, the net produe-e of the fields, 
^ti at is, the amount of wheat remaining in the han’ls of the 
farmer after •paying for the manure, may be a])preeiably 
enhanced. Supply and d(‘mand may now stand, respectively, 
at eight and at seven thousand loads. 

Siupply and demand remaining still sundered, it is neces- 
sary that there should be a* further movement of price to 

* * We have before stated tlAt the supply of any article is not necessa- 
rily (jonfined to tlie stock in markets or warehouses, ^ut embraces all 
that producers stand ready to bring ftrward at the price named, within 
^ the period over which the demand extends. In the present illustration, 
we are assuming the producers to be getting out the seaweed from day 
10 day. 
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bring them together. Whether that step shhll be a short one, 
or a long one ; wlle^iher supply and demand shall be equal- 
ized at a price much, or but little, below a buslieU*and a half, 
depends on two things, first, the utility to the farmers of the 
soil-dressing, when in excess of severf'thousand loads, which we 
may caH its Final Utility ; and, secondly, the ability the 
producers ta do somethjng j^rofitable besides digging and 
hauling sciawt'cd. 

131. Pinal Utility. — This term has been used, in the fore- 
going illustration, ^with rt^forence to the entire sii])p]y of »A^a- 
weed in excess of s(‘vcn thousand loads, be that e^'cess one 
hundred, orr nine hundred loads. Strictly speaking, however, 
the term should have reference only to the last appreciable 
quantity w,}iich the pureliaser is ready to take and which a 
producer is ready to su})ply. 

The following is Prof. Jevons’ illustration of 4he difference 
between the total utility of any coniinodity, and the utility 
belonging to a parti(uilar portion of it. 

‘‘ A pound of br(‘ad, jx'r day, 8up])lied to a person, saves 
him froin starvation, and has the highest coiuieivable utility. 
A second pound, per day, has, also, no slight utility ; it keeps 
him in a state of (comparative ])l(‘nty, t^iough it be not alto- 
gether indispensable. A third pound would begirt to be 
fiuperfluous. • It is clear, then, that utility is not proportional 
torcoramodity. The ver^ same articles vary in utility, according 
as we already possess more or less of tlumi.” . 

This dc'seending scale of utility may be applied to suc- 
cessive quantities of seaweed, for the dressing oPwheat lands. 
A farmer having a certain breadth of arable lands might 
profitably give two and a lialf bushels per load ‘for the first 
ten loads, with which to dress certain of his fields. If no (kw 
stood ready to supply more of the seaweed, at a lower price, 
two and a half liushels would be detennined as the price of 
the article. Were he to buy five otlier loads, he might have 
to apply them ••to other fieldti; tlie return from which would 
not justify the payment of more than two and* a quarter 
bushels, a load. "Now, it might be tliat a producer stood readv 
to deliver the additional quantity at that, but at no lower. 
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price : if so, and a quarter bushels would measure the final 
utilky of the manure, and this will be it? }>rice. 

Were th^ farmer to buy three more loads, he migh^ have 
to applj^them to still other fields, from which the enhanced 
return would justify the payment of two bushels a, load, but 
no more. As, however, it takes two to make a bargain, his 
readiness •tg buj^' at this price woiilA not make fljis the price 
of seaweed. It is only when a producer is fotnd ready to 
deliver the commodity at the price* that <1 new price isdeterm- 
iii(‘(l! It might even happen that the farftier would be will* 
ing to take two more loads, if he could get them for a bushel 
and a half, a load, and that a producer would appc^ir, willing 
to deliver the article at that pric(‘. 

Now, according to the course of our illustration, •the farmer 
has bought twenty loads ; but the utility of the several parts 
of that aggre*gatc amount has varied widely ; the utility of 
the first part was very great ; the utility of the last part com- 
paratively small. 

132. But One Price for a Commodity. — We have, thus far 
assumed, for the purpose of illustrating the declining utility of 
successive portions of a commodity, that the farjner pur- 
chased the ten, the five, the three, and the two kgids of sea- 
^veed at diff(‘rent times, and at prices corres])onding to the 
gain in the wheat cr»)p resulting to him from the application 
of the mamire. • • 

‘>ut suppose that the farmer had purchased the twenty 
^oads at the same time, it is evident he would have paid one 
price for the whole. Wlnat would have been that price? 
Would it hay e been the highest price paid for any portion? 
Clearly not, since we have seen he could only afford to put 
the dressing upon certain of his fields, on condition of getting 
it at a much hmer price. Would it have been at a ])rice, the 
»mean between the higli^st and the lowest? Just as little ; 
for we have seen that producers stood ready to sell at, one and 
a half bushels per load, which '\fould not have*been the case 
had the demand been sufficient to take off the supply at a 
higher rate. 

If, in an open market, under full comnetition. anv nortionl' 
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of a given commodity is to be sold at a cert(»in price, then 
will all the portions of that commodity, sold at the same time, 
be soUl at that price, whatever the degree of utilit^ which may 
accompany each such ])ortion. If J buy a quantity* of food 
for my own consumption, I do not pay for that part which 
would Suffice to keep me alive, a price c such as I would pay, 
*were it necessary, to be sicedfrom starving ; for another part 
of the food, a price corresponding to the discomfort and dis- 
satisfaction I should' feel in being insufficiently nourished; 
and, for a third })aVt a j>ncc corresponding to the pleasure of 
ample and gen<‘rous sustenance. I pay one price for the whole, 
the same for eveiy equal part. That price measures the final 
utility of the food to me : that is, the utility of the })ortion at 
which I ce’iise to buy, the portion beyond whi(‘h I would as 
soon keep the price in my pocket as have more of the food. 

Prof, Jevons states the case thus: “When a commodity is 
perfectly uniform or homogeneous in quality, all jxirtions may 
be indifferently used in >da(*e of equal portions ; hence, in the 
same market, and at the same moment, all portions must be 
exchanged at the same ratio. There can be no reason why a 
person should tr(‘at exactly similar things differently, and the 
slightest e‘7C(‘ss in what is demanded for one over the other, 
will cause him to t;ike the latter instead of the former. In 
nicely balanced <*xchanges it is a very fdinute scruple which 
will turn tlie scale mid govern the choice. A minute 
difference of quality in a commodity may thus give rise to 
preference, and cause the ratio of exchange to differ. But’ 
when no difference exists at all, or when no difference is 
shown to exist, there can be no ground for preference, what- 
ever.” 

133. What Constitutes an Economic Difference P—In the 
foregoing paragraph. Prof. Jevons speaks of commodities 
between which no difference exists. . Of course there are no 
two articles in the universe precisely identical. What Prof. 
Jevons means is that there niay exist no difference, "as viewed 
by the would-be purchaser, with reference to some use to which 
the two commodities may be put, which use two commodities, 
apparently varying in many respects, may indifferently serve, 
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And it is to be* noted that the existence or non-existence of 

• • 

an economic difference, will depend on the quality of the 
individual fttchanger, on the purpose he has in view, on the 
scale of, his transactions, and on other causes. Thus, a large 
dealer in poultry, may hiTy five hundred ])airs of chickems, in 
groSs, only satisfying^ himself hy a ra])id examination that 

none falL below a certain standardt as to size itnd condition..* 

• • 

His customers, liowever, will inspect the ind^vddual fowls, 
with the greatest carefulness, and*will perliaps he determined 
in tfieir choice hy considerations the most #ninute, and, possi- 
bly, whiinsical. In'the same >vay a wholesale lumber merchant 
may buy, in gross, a large amount (»f ^tock at*a uniform 
price, and a half dozen of his customers may the next day go 
through his yards, each taking out, by preference*, a certain 
])ortion as ])eculiarly adapted to some job of work he has on 
hand. • 

The fact that several commodities have a g(meric name in 
common does not constitute them the same articicN for the 
purposes of exchange. Thus, c'orn is not sold in the^ (liicago 
market as com, but as corn No. or corn No. 12. S])ring and 
Winter wheat never l)ring tlu* s.anie ))ric.e ; they are not one 
kind of commodity, fmt two, and a rc'ason for a^ preference 
between them always exists. 

The proposition v«e ary considering further requires to be 
modified with regard to the obstacles %o exchange, the igfto- 
T or indifference of exchangers, etc. The consideration 
( i these causes, as qualifying the })rinciple that there can be 
but one ])ri(a* for any commodity, in the same market, at the 
same time, will be more ccuiveniently postponed to the title 
(par. 149 ) The Friction of Retail Trade. 

^34. What is a Market? — Many definitions have been 
givoTi to the word, market. As I ap])rehend it, the term, in 
, political economy, shoi^Jd have reference, first, to a spe cies of 
commodity ; secondly; ^ to a group of excha nger s. 

In thi^view, there is no marllct which is a market indistin- 
guishablyl'or all or for several commodities, as for tea, iron, 
cotton and wheat ; but th(*re is a market for each commodity, 
by turns, as a market for tea, in which tea is bought and sold ; 



POLITICAL ^ECONOMY, 


1.98 

a market for iron, which iron is bought *and sold. Thus, 
there are as many mar kets a s th^re are separate commoditie s. 

Secondly, a market embraces all those who contribute to 
the supply of or the demand for a given commodity;; in any . 
place. Hence, all those who arc ready tok* buy of or sell to 
each other belong to the same market, ,no matter where *they 
l^live, 

«■ «' 

I say, wh6 are ready to buy of or sell to each other. It 
does not follow from .this that all who in the same place are 
buying and selling, the same article bqlong to the same market. ' 
Thus, suppose there are in New York five importers of tea, 
fifteen wholesale dealers in that article, a hundred retailers, 
and a half million consumers. All these do not belong to the 
same rnarkbt. The importers of tea and the wholesale dealers 
constitute one tea market, the wholesale de.alers and the 
retailers constitute another tea market ; the revail(u*s and the 
domestic purchasers constitute still another tea market. 
There are as many markets as there are grou ps of e xc hange ;r|g. 

In the (jase su})posed, there are three tea markets ; each Has 
its own group of buyers and sellers ; and in each of the three, 
at any ttine, tea is sold at a price different from that at which 
it is sold iij any of the others. Thus, fiie price for precisely 
the same sort of tea, in the market made up of importers and 
wholesale dealers, may be $1.00 ; in, the ♦.market made up of 
wholesale dealers and Vetailers, $1.10, and in the market made 
up of retailers and domestic purchasers, $1.25. 

Hence we see that, without such a definition of the word* 
market, it would not do to say that there can at any time in 
any market be but one j)rice for given commqdity. There 
is never a day, in any great mart, when tea, iron, wool, wheat, 
or what not, is not selling at several different prices^ it 
may be in the same street. 

136. But while within a great mart there may, thus, be, 
many markets^ any one of these markets may extend far 
beyond the limits of that nfart. To pursue the^, illustration 
already offered^ the five New York importers of tea may sell . 
not to the fifteen wholesale dealers of that city only, but to 
twenty other wholesale dealers in Brooklyn, Jersey City, New- 
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ark and other pfaces within a radius of^ twenty or of fifty 
mil§8. A market^is thus constituted of tiie five importers and 
these thirt/-five wholesale dealers. Eveiy one of the^ latter 
belongs^ as distinctly to that market as that one who lives 
nearest the City, Hall, for he contributes as truly to the 
denfhnd for tea in that market. Again, this body whole- 
sale dealers, thus re-enforced, may sell not to a hfindred luit to# 
a thou*sand* retailers scattered throughout all •that region. 
This group of exchangers makes Up tliQ market, and not the 
fift<#Dn wholesale dealers and the one hundred retailers of tlie 
city of New York only. These one thousand retaihsrs, again, 
sell, not to half a million, but to a million and a hhlf of con- 
sumers of tea. 

All persons wliose demand for, or whose su])pIy^of, a com- 
modity goes to make up the aggregat(‘ dcunand for or supply 
of that commodity, in any given place, and hence to alfect the 
pri<;(‘ of that commodity in that place, belong to the same 
market. 

*136* I>ut it may be said: this would make the whole 
world belong to the same inarket,tand would, hence, take all 
signifi(\‘ince out of the word. • By no means. In the market 
wdii(‘h is made up of the five importers of tea,^all perhaps 
having Varehoiises on one wdiarf in New York, and the thirty- 
five wholesale dealer? of the surrounding region *whom tliey 
supply, the j)rice of tea will not, probably, be appreciably 
different from that which is paid in the market mg,dc up of 
, le four Boston importers of tea and the twenty-five whole- 
sale dealers 'i^io buy of them. If, for instance, the New York 
price were to be lower than the Boston price, the New 
York importers would begin to offer their stock in Boston, to 
ge^ the advantage of the higher price there prevailing, and 
would hence contribute to the suj)ply of tea there^ and hence 
^ would come, so far fortl^ and for the time, to belong to that 
market. 

But, in the market constitute(f of the wholesale dealers and 
the retailers of tea in and around New York, the price of tea 
toay be one or two cents lower than in the* corresponding 
market around Boston, without any of the New York whole- 
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sale dealers sending; their stocks to New England, or anj of 
the New England rfitailcrs coming to New York to take 
advantage of the lower price. 

In the market constituted of the retailers and the doniestic 
purchasers of tea, far wider differences may* exist. Tlie price 
of tlie same quality of tea miglit he, aii^ might long remain, 
live or ten cents higher inHhe groceiy stores of Newark than 
in those of Worc<‘ster or Nashua, without a single New 
England grocer going* to Newark to r(‘tail his tea, or a single 
Newark hous(‘holdtr going to Worcester or Nashua to lajr in 
his year’s sup]>ly. 

I re])eat niy proposition : all those persons who contribute 
to the general demand for any commodity, as felt in any 
plac(‘, or td the supply of that commodity tlnu’c available for 
})iirchase, and who, hence, serve, as buyers or as sellers, to affect 
the })rice of that commodity in that place belong to the same 
market. 

137. Normal Price.-^If thcTe were a good market for any 
given copimodity, ^. c., if competition wer(‘ perfect ; (1) if there 
were no large stock of t hate commodity, but it could be pro- 
duced finely and equably throughout the year, as wanted ; (2) 
if the dem;nKl for it w(>re uniform and strong, about the same 
quantity being required for use in every equal j^eriod of time ; 
(a) if no large “plant,” or machinery, # or great amount of 
capital in other forms,^were required for its })roduction ; (4) 
if the producers of that commodity had an easy resort, or 
economic escape, to occupations in which other commodities* 
were prodiic.ed, and if, in turn, ])roducers in other occupations 
could readily and successfully tal«^ uj) the production of the 
commodity in question, then the price of that commodity 
w^ould, at any time, be close to the cost of })roduction. iSy 
cost of production we are to understand^ not the average cost of 
the whole supply^ hut the cost of that, part which is produced^ 
at the gveatest disadvantage. 

That price would express tile Final Utility of the commodity 
in question, that is, the utility of the portion which, at the 
price, it was just worth the consumer’s while to purchase. 
That price would also express the sum of the efforts and 
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abstinences of^tnose producers who brought forth this com- 
modity under the least favorable coiTditions, of all who 
contributed*to the supply. Inasmuch as this price is to be paid 
alike by all purchasers of this commodity, it follows that 
those who have produced it under more favorable conditions* 
, will obtain a remuneraj.ion which will represent more than the 
sum of^tlmi]; individual efforts and r^stinerices. 

A price Avhich corresponds closely to the cost 8f product ion 
l^rice. ; 

iSs. IJ^arket Price.-r-Inasmuch as the crrnditions recited in 
the foregoing paragraph are never fullj^ r»‘alizt‘d, there is for 
every commodity, in ev^ry rnarki't, a iMarke t Price wfiicli differs 
more or less widely from the normal pri(;e. 

This market price always measures the Final ITt'Ility of tlie 
commodity, that is, the utility of it to the last purchaser to whom 
it is just worth*while to Imy of it, at that j>rice. Otherwise, that 
person would eitlier not buy, which, by h'aving a jxrtion of 
Mn‘ supply untaken, would determinc^a new and lower price, 
at which he or some one else would buy ; or, he or ^nnc one 
else would buy more of it, whicli,*by adding to the demand, 
would det(‘rmine a new and hij^her price. , 

Put while market price must always measun' th^^ utility of 
tlie commodity to the last purchaser, that is, the person to 
whom it is just woilh while to buy at that price, market price 
does not always measure the efforts amf abstinences of the last 
7 .ducer, that is, the person producing under the greatest dis- 
* Uilvantage : to whom, therefore, it is only just worth while to 
produce at that price'. It is in this latter respect that market 
price differs ,from normal prict. 

139. Relation of Market Price to Normal Price. — 

the causes which make market price differ from normal 
price are various. The illustration of them miglit bo extended 
^indefinitely. They mayjiie grouped as follows : 

I, The existence of a stock. For the purpose of exhibiting 
in its simplest form the operafion of supply and demand, 

*When wc rtjach the department of Distribution, Part IV, wc shall 
give the generic name of llcnt to this excess of price over cost of pro- 
duction. 
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I took an article of which, it was assumed, po considerable 
stock existed at any«time. The, seaweed was supposed to lie 
in vast deposits on the shore, and to be got out (produced) as 
required. This is a condition which tends to keep market price 
close to normal price. In the case of most •commodities, how- 
ever, a,^con8idcrable stock always exists : a fact which pro- ^ 
fouiidly infliiences marked price. ^ ^ 

The existlTice of a stock is determined by various causes. 
In order that there may be*graiii to form the food of the long 
winter and early spring, seed must h,ave been sown and the * 
growing crop cultivated months previous. In order lhat there 
shall be a’supjd}^ of wool in the market, sheep must have been 
bred years before. Many commodities make no such require- 
ment. Im order that there may be grain, the processes’ of 
production must have been begun months back ; but, givea 
grain, it is only necessary, in order to have bread, that the 
miller should have a day’s notice, and the baker time to heat 
his oven. Hence, with an immense stock of grain, amounting 
to thousands of millions of bushels, there may be but a small 
stock of flour, of which only a minute fraction will, at any 
time, be in the form of bread. 

140. Distinction between Stock* and the Supply. — 
The stock of any article in existence, at any time, mufti not be 
confounded with the supply of that article, considered as a 
commodity in the manket. * 

By the word supply, we express the quantity of a commodity 
offered at any given price. At one price the supply may her 
but a small fraction of the stock. At successively higher 
prices, larger and larger portions of the stock would be offered, 
that is, would come to constitute the supply — until a certain 
price would take off the entire stock. ^ 

Indeed, the supply may even become greater than the 
stock, under a highly speculative organization of trade. Thus,^ 
in the grain or cotton market, or in the market for railway 
shares or government bondsy fcrokers daily offer to sell and 
contract to deliver vast amounts of the several commodities 
in which they 'deal, of which, perhaps, they possess little or 
none at all. 



MARKET VS. I^ORMAL PRICE. 103 

Sometimes it happens tliat those who are offering such com- 
modities are eiffcrapped’** by a combination of purchasers into 
contracts to# deliver, on a certain day, more than tlie entire 
quantity within reach, or even in existence. In such a'* case, 
the suppfy is still tlie amount offered at the price. This it is, 
and not tlie stock, which, taken in connection with the demand 
• for the conunodity, determines the price. » 

Zk. 141 . * necessity in some cases, the usage h\ others, of 
meeting the demand fj-om a stock,u)aiid not out of daily pro- 
. ductmn, causes market price to diverge ffom normal price, 
through eKcess or deficiency of production. 

In order that there may be wheat, three' millions (d persons, 
more or fewer, in the United Stat(*s, plant the grain many 
months previous to the anticij)ated consuin})ti()n of .the wJieat 
by the miller and the baker. These persons break up the land 
and sow the ^*ed without mutual understanding as to the 
(‘xteiit of their operations. Each is governed by a notion, 
more or less vague, as to the probable demand for wheat. It 
IS Jiot at all a matter of certainty thatUie mistakes in <‘alcula- 
tion of one fanner will offset those qf another. 0]i the cf)ntrary, 
there is a strong tendency in the errors of })roducers to 
accumulate all on one or on the other side of the line of equable 
produetbn. 

If the j)rice of whe«at, owing to a deficient supjily, has b 'cn 
high, almost all producers will be found,, the next year, largely 
planting wheat. This is likely to produce a sur])lus which 
^ d })erhap8 bring down the price below the avei’age, where- 
upon farmers, Vith almost as much unanimity as in the former 
case, will, the next year, diminisli their operations in this 
direction. 1 hose who are ^sagacious enough to look about 
theca and say : Others are planting wheat freely, therefore, I 
will plant something besides wheat, are exceptional. In pro- 
ductive industry it is the rule that men go in droves ; act 
under common impulses, with the result of causing excess and 
deficiency to alternate with gf^at rapidity an'd often great 
violence, iind this holds good, not alone of persons in the 


* This is called a “ corner.*' 
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lower departments of production. It is Mrnost equally true 
of merchants and manufacturers and bankers. * The select few 
who have the coolness and the sense to buy whon others are 
most 'eager to sell, and to sell when others are most eager to 
buy, reap rich harvests of gain. * 

142. Substitution of one Commodity for Another iu'Use* 
— The iidluecice upon priye of an excess or deficiency in the 
stock of a cwnmodity may bo greatly diminished* tlirdugh the 

I tendency to substitute one article for jj^notluT in use. Thus, 
the cereals are, to^^a great extend, substituted for eacdi rther 
in use; otic kind of meat for another,* and even ‘bread for 
meat, or Ubcat for bread, in the eas(‘ of a marki‘d deficiency of 
one or the other. If the croj) of wheat be short, maize, bar- 
ley, rye, l)^ick wheat and oats are increasingly made use of as 
food ; with a short crop of all the grains, resort is had to the 
cheaper kinds of animal food. Th(‘ result of, such substitu- 
tion is to raise the price of the substituted article, and to })re- 
\ent the price of the article for which it is substituted from 
rising as high as it otherwise would. The two commodities 
are thus, for the tiim*, aiq} in a degree, joined together in 
])rice. A mutual d(‘pendeticy is eslablislnMl between them. 

143. Liability to Deterioration.-^ -The influence upon 
market j)ri(5e of an excess in the stock of any connhodity is 
greatly con'troll(‘d by its liability, or non-liability, to deterior- 
ation. In the case of some c.ommodities, the variations in 
price due to this liability are such as to make it appear that 
l)ricc has cut itself wholly clear from cost of })roduction, or, 
cost of reproduction. A commodity exceptionftlly subject to 
this condition may lose ten, thirty, fifty, or seventy per cent, 
of its price in a few days, or even in a few hours. Thus, in 
fish markets, the ])rice of a fish might have been a shilling 
when the market opened at 5 o’clock in the morning, eight- 
pence at 10 o’clock, sixpence by noon, while at three or four 

* “ We must, fact, treat lMH*f and mutton as one commodity of two 
different strengths, just as gold af eighteen carats and twynty carats is 
hardly considered as two, but as one commodity, of which twenty parts 
of one are equivalent to eighteen of the other. '’—Jevons—** The Equiva- 
lence of Commodities.” 
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o’clock in the afternoon one could have it on his own terms. 
In the same <^ay, strawberries are oft^n sold on Saturday 
night at onethalf or one-tliird*the price of the morning. 

The necessity of storage, in the case of a postponetl sale, 
has often the same influence on the price of a commodity as 
liability to deterioration. The dealer, not having facilities for 
’ storing his stock, may be disposed ty let it go at# a vei*} low 
price. • • 

144. IL—Organizatjon of Industry and Existence of Plant. 

— A^iccond cause which makes market price^lilfer fi’om normal 
])rice is f(fund in the organization of industry and the exist- 
ence of inacliiuery and “ plant.”* It was to get nid of this 
cause that, in our extended illustration of the intluence of sup- 
ply and demand upon ju’ice, we took a simjde ‘‘o^tractive” 
imlustry, the gathering of seaweed along the shore, which 
eou!d not be si4pposed to involve the use of numerous or ex- 
])ensive instruments, or the exercise of much skill, and that 
w(‘ assumed the persons so engaged to be in a j>osition readily 
0><nrn themselves to tillage or tlie lisReries, in case of a fall- 
ing off in the demand for seaweed.^ * 

145, III. — Customary PricQ. — Aliother cause which makes 
market dilF(‘r from normal price, is the force of custom. We 
owe the existence of a customary ]>rice, in some things, to the 
power of j)ul)lic opinion, which deteniiines that th?re shall be 
a stated, well-known price for certain services and certain 
connnodities ; and, in other things, to liabit or the mental 

^1! rtia of purchasers. Thus, in the former case, public opinion 
would not tok*rate varying and uncertain prices of admission 
to places of public amusement, varying and uncertain tolls 
over bridges or fares on pubfic (‘onveyances, varying and un- 
certain fees for the performance of necessary services, such as 
those connected with physical comfort, the preservation of 
life, or the burial of the dead. It is seen and felt that to leave 
the buyer to haggle and t)aigain at the door of a theater over 
the ])nce of admission ; on the Irink of a rivefas to the sum 


* " Prices are liable to great fluctuations in trades ill which there is a 
great use of flxed capital.”— Marshall—*' Economics of Ind\istrv.” 
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to be paid for a cast across the stream ; ki the sick room, 
about the fee for a Pg.iscription or the medicine^ hat is to save 
life or relieve pain, would be iiuBjcent, intoferablof 

Henfje, j>ublic ojnnion prevails to establish a price on all 
such occasions, which is alike irrespaetive of the actual service 
rendered in the individual instance, and of tlie cost of render*- 
ing that st‘rvk^e. The rule of final utfiity is here suspended 
or altogcthe% abolished. The traveler niiglit be* willing to 
give a larger sum, rather thjiil pass the niglit in a storm, with- 
out shelt(‘r, on the^bank of a river, but he gets a cast across 
for the customary ])rice. The father would give aU his for- 
tune, werejt needed, for the prescription to save his child’s 
life, or th(i medicine winch the ])rescription calls for ; but, in- 
stead, umUg* the ruh* of customary price, he j)ays the ))hysician 
two dollars, or a guinea, as the case may be, and, at the 
apothecary’s, pays for the medicine by tbe oupce, in silver, 
though he would j)ay for it, drop for dro}), in his own blood, 
could it not be had otherwise. 

Where public* oj)ini<m^can not be trusted to establish a cus- 
tomary lu ice, in easc‘s like the above, the* law generally enters 
and fixes the* rate's at which c-omniodities and scut iec*s shall be 
sold. Of course, tlie prices ])ai(l must he sufiicic'Ut to make it 
wwrth whilf' to kec‘p up (he service, whether of the ajiotliec’ary, 
the i>hysic,i:fn, the ferryman, or the actor or opera singer ; 
blit the |)riceto be ]>ai<i is made independent of the wealth or 
poverty, the knowledge or ignorancH*, the little or the great 
need, of the individuals jiurchasing. 

140. Influence of Habit on Price. — Far beyemd the range 
of customary j>rice, in the limited class of cases above refen*ed 
to, is the elfeet of habit and mentiil inertia, in restraining, or 
wholly rej)ressing, the movements of j)rice. In the forn^r 
class of eases, (he seller consciously submits to a restraint 
iij)on his freedom of action imposed from without, viz., by 
jiublic opinion or hnv. I#^he far wider field now" in contem-‘ 
Illation, ‘'buyen, and sellers ^re left five, so far as outside 
influence is concerned, but are constrained, in ’a higher or 
lower degree, by the laws of their mental constitution. No 
human being ever escapes from the force of habit. It is 
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always easier tc^do what wc Jiavo done before than to do what 
we haire never doiKi ; to do wihat we h5i\^ done twice tlian 
what we liav? done but once ; to do what we have done gfteii 
.than whal we liave done seldom. 

The degrees in which men are thus bound by liabit differ 
jrtri(leJ\\ A capability o^ taking the initiative in action, rflcuital 
courage ^nd activity, freedom from •fear and superstition, a 
readiness to meet new conditions and perliaj)s eveira pleasur'^ 
in encountering risks ami odds, are among t lie fruits of culture; 
they <?onstitute an inheritance in families ; tlfty even become 
a characteristic of nations and races. 

The effects of habit upon prices are imnortant. Habit 
always in some dt'gree, often in a great digna*, rc'sLsts the 
economic tendency to a new j)ri(u\ Tli(‘ eff“t‘ct is s(rn at its 
maximum in wages, the price of labor. A day's wagc*s often 
remain the samc^througb years. So strong is this tendency 
that wages som(‘timos remain unaffe(‘<ted by tlio presence of a 
number of uiiemjiloyed laborers. Instead] of wages falling until 
all tile laborers are Iwouglit into service at tlie redue,e«i rail's, 
employers continue to pay the old rft^i's to a smalh'r number 
of workmen. • • 

Over the price of goods habit exerts an influence iioUlessreal, 
thougli not eipially jiowerfnl. It often suffices to l^(*e]> priia* 
stable against an economic, reason for movement, and 
when movement takes place, it begins later and cc*ases (earlier, 
by re.ison of tliis constant resistance. • 

•14 ;. The M^ral and Intellectual Elements of Demand 
and Supply .—Our definitions of ilemand and su])])]y, as re- 
spectively the quantity of any^given article which purchasers 
stand ready to take at a certain price, and the quantity which 
prodTicers or holders stand ready to deliver ar the same ))rico, 
clearly recognize a moral and an intelle(*tual element alike in 
demand and in supplj^ “ Stand readjz ” to take or to deliyer. 
Any thing which affects that,readincS, is, then, aji element of - 
demand or of supply. Supply is^iot a stock (Par. 140), a 
definite quantity, which must be sold, w^hether 01; no. It may 
be that out of a large stock, holders stand ready to deliver but 
»a small quantity at the price offered. 
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The reason for withholding the stock maj" be found in the 
jdiysical conditions attending the reproduction of the article, 
e, a scarcity of tlie material out of which it is made, or the 
reason may be found in an intelleptual aj)prehen8icn, just or 
mistaken, of the state* of tlie market, or tlie })robabilities of the 
immediate ^future ; or, waving this (consideration, the reason 
for a largej or a smaller cpiantity being olfered^off t^ken at a 
certain }»ri(‘(‘ may be moral, that is, may be found in the 
j^reater or less t(*n'aeil.y of ])urpose, ’or the greater or less 
courage to undtTtake risks and sustain arduous aiyl dotibtful 
enterprii|(‘s. 

In all variations between normal ^nd market i)rice, moral 
and intellectual eleriK'Uts are inij>ortant factors. It often hap- 
jK'iis that tin* })ro(lu(‘ers or holders of an article, anticipating 
a rise of })rie(*, on some account which may jwove to be wholly 
ri(*titious, will kee[) back tin* (‘iitire stock, only to sell it, a little 
latei', at a price* far below that which th(‘y could have obtained 
for it while the false {^pjnvhension lastc'd. 

Moiv or less, false a]>[>r(‘hensions enter to aff(‘et the demand 
for and tin* supply of (‘very article in (‘very condition of the 
mark<‘i ; but the influence of this cause* may be^ in one period 
ten times or a hundred times as great as in oth(*r periods. 
The eont'*ast be‘tween a plaeiei noonday and a ^‘hurricane 
e*cli|>se of the sun,” is harelly more mark(*el than the contrast 
betw(‘en a j)eace‘fu], sluggish market and one excited by mys- 
teibuis* rumors, emanating no one knows where, or wrought to 
frenzy by false* reports manufactured by the ^parties to sor..e 
grt*at je)bbing interest. 

148. Retail Contrasted witk Wholesale Tr.ade.— The fore- 
going holds good even of the wholesale markets, where the 
parties who buy and sell commodities are jneked and skilled 
men, long familiar with the conditions of the articles in which 
they dt‘al, Avith large opportunities, Avhether by price-currents, 
newspaper, post or telegraph, or by sp(‘cial and secret inquiry, 
for ascertaining all the facts bearing on the qmftion, at what 
price they should buy or sell. 

In the moral and intellectual elements of de- 

mand and supply play a much more important part. On one 
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side is the merchant, who by frequent resort to the wholesale 
deale/ is kept advjised of the^ conditions^of the market. On 
the other sidfc is the ^‘customer,” a creature of (*ustom, as the 
term im}yies ; often ignorant in the widest sense of the word, 
unintelligent and untrained ; always and necessarily ignoraiit 
ill thh special sense of being unacijuainted with tin* coikli lions 
whicii shoqld determine price, not ki#()wing Avhat il commodity 
ought to cost, and, in the case of many classes t)f commodi- 
ties, unable to judge of the <piality\>f the goods offered, ]>er- 
liaps^*at the mercy of the dealer in the malku* of the measuro 
or weight! 

The nuTchant, agaiiij is the possessor of ea])itar, and can 
wait tOi^lispose of his goods at the best timi*. The (uistoimu’, 
on the otluu* hand, is generally in urgent need of eofiiinodiiies 
for imnu*<liate us(*, and fr(‘qu<‘ntlY ]>oor, so that h(‘ must buy 
in small (pianlttii's ; j>erhaps eviui, in dt'bt, so that he feelK 
umler a strong constraint to trade only with his ere<lilor, who 
tl)us holds him at a double disadvantage, for how’ can he ijuar- 
rei,'as to quality, measure, or priei‘, with tlu^ man wh<)m he is 
not able to ])ay for goods already l^'id and consumed ? 

149. The Friction of Retail* Trade. — From the ignorance 
and in(‘rtni‘ss of the ‘‘tiustomer ’’ arises what may^hc called 
the Friction of Ibdail Trade. Retail price/’ says Mr. Mill, 
“the pric(‘ j)aid by the actual consumer, siauns t > feel slowdy 
and ini])erfectly the effect of comj»etil ii^n, and wheri‘ cornpJ- 
titiu I does exist, it often, instead of lowi'ring price^i, merely 
- es the gain among a greater numb(*r of dealers. It is 
only in the grAit centers of husiness thut retail transactions 
have biHiii ehii'tly or even inueh didermined by (•om])etition. 
Klsewliere it rather acts, when it acts at all, as an occasional 
disftirbing influence. The habitual regulator is custom, modi- 
fied from time to time, by notions existing in the minds of 
}>urchasers and sellers, of^sorne kind of eijuity or justiec.” 

And referring to this manifest inability of the customer in 
retail trade to look out for him%(‘lf, in a struggle with the 
1 * Xpert deale^ Prof. Pairnes says : “Between persons so quali- 
ties the game of exchange, if the rules be rigorously enforced, 
^ is not a fair one ; and it h:is consequently been recognized 
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Universally in England, and very extensively jimong the bet 
ter class of retail de/*IerH in ConJ^inental co;initries, as a princi* 
j>le of commercial morality, that the dealer sliould not demand 
from his customer a higher j)rice for his commodityothaii tlie 
lowest he is prepared to take. K(‘tail buying and selling is 
thus made to n^st u}>oii a moral rather than an economical 
basis, and, f here can bwno doubt, for tlie advantage of all 
conceriKMi.”* 

160. Economic Forces' Never Cease to Operate. — lam 
disposed to thinkUhal these (‘iiiinent t‘eonoinists overraft^ the 
disa])ilit V under which the customer sulfers in retail trade ; 
and, st'condly, that the inferiMice they draw from the un- 
doubt(‘d fact of the general j)r(‘valence of a eiistoma^}" price, 
vi/., that Vhis shows that coin|)etition is not the regulator of 
such trade, is not fully justified. To take an analogous case, 
let on(‘ look around him, in any highly organii.ed community, 
and he will see very little display of forca* in compelling 
proper things to l)e dc^me, or in repressing acts injurious to 
society.. He will see on every side men doing just and decent 
ami evi'ii eourleous ami kknlly things, respecting the riglit of 
otluu’s ipid making use inolTensively of tlieir own jM>wers and 
privileges^, just as if all this wctc natural and jdeasant to 
tliem, as, indet'd it has, to a great degree, Ix'come. These 
actions a])p<‘ar to be sjjontaneoujs and instinctive ; and one 
thus looking aroiimr on the orderly and civil procedure of 
daily life, A\hetlu‘r in social intercourse or in business, might 
think tliat force was not, in any ]n*oper sense^ the regulator.^ 
of that i'ommunity ; he might e()nelude that good will towards 
<Ubers, self-res]>oct and jjublic j^pirit were universal. Yet if 
that power which in every civili/.ed state is always at hand, 
however veiled or disguised, to protect person and })rop(^rty, 
to repress lawlessness and to punish erinie, were oiu^e with- 
drawn, society would speedily be tiviiisformed, and the oecuiy 
rence every form of ra])ine and violence would instruct the 
observer lliat, behind the fdirest show of order, right dealing 
and courtesy, ^stands the armed force of the community. 

So, while within eertain limits, competition seems to disap- 
pear wholly from retail trade, and emstom and respect for the 



INTERNA TIONAL EXCHANGES. 


1 1 1 

rights of the jj^irchaser enter to baiiisli “l;igglirig” from llie 
marliot and to iTn|)^)fie the oive-price sysft'in, and thus retail 
buying and selling, as Prof. Cai rues says, emnes to r(‘st^ ii])()n 
a moral Irasis, yet the economit* forces always lie iHUicalh, as 
the lH‘d-r()(;k below which the effects of moral f(>rc(‘s (‘an not 
^ go. *Let the cost of an^article rise above the ciistoinart ])ri(;e, 
and mei’clmijls Avill make an advancf u])on that })rict», in sjuie 
of custom. Let merchants dcunand an utterl^^ cAorhilant 
])rice, and comi)etitioir will spring up, twen among the least 
iuteltigent and least enterj>rising luiyers. 


( HAPTEK 11. 

THE TIIEOKV OF INTERN ATIOXAl, li:X(Ul AN07:S. 

• 

151. We stated, in paragrapli 110, that, on the whol(‘ and 
ill the long run, the respective values a number of articles 
yiH bo iK'arly according to the amounts of labor that have 
b(‘en expended upon them, several!^^. That tliis will be true 
thnmghout any sinall^ community is sccai in the consi^huntion 
that, if (‘crtain articles failiMl to have as much, n(‘arly as 
much, 'value for tin* unit of labor as other articles produc<‘d in 
that community, soni<‘ of tjie laborers who had 'o(‘en engaged 
in the production of tlie articles thus di^jiaraged in ci change, 
wouM set tlnunselves to making some other article oi; articles 
higldy ayjuvciated. Either tliis would, at s(une stage, 
raise the value of tlie disparaged artich*s, through reducing 
the sujiply of^tliem ; or, if tjie community cared so little for 
those articles as not to be willing to pay a lilgher ]u*ice for 
thefn, production in those lines would ultinuitcly cease. 

Subject to important exceptions — such as will be indicated 
iji paragraphs 339-342 — the respective, values of articles will 
be regulated in the way that has been indicatc^d, within any 
small comnjnnity. Is any modflication of this conclusion 
required, as exchange is conceived to be carimnl on between 
distant communities, constituting, perhaps, distinct nations ? 

162. We shall reach the essence of the matter if we assume 
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the trading world ])e confined to half a doze];i islands, which 
intorcliange their j)rAdu(^ts freely, hut hetwmi which no move- 
ment of laboy or capital ever takes place. One o^ these might 
have a tropical climate and rich soil, producing in abundance 
lea and coff(‘e, tobac^co, sugar and molasses, silks, spices and 
dye-stiHfs. The ])opulati()n of this island we will assume to 
bo in excess,* the point of diminishing returns (])ar. .51)^ having 
Jong since been jMssed. Island No. is like island No. 1, 
'exce])t tliat the ])ointH)f diminishing returns has not yet been 
reached. Island No. a lies in some northern sea, ]^)rodifcing 
h(‘mp, W'ool, fiax, and the cereal grains. Island No. 4 is tlie 
land of oil ami wine. Island No. .5 is filled with extcTisive 
min(‘s of (a)al and the useful metals. Island No. (j has a poor 
soil, a ])h‘dk climate, and a s<*anty population, whose produc- 
tion com])rivSes only ice, lumber, fish and furs. 

AVhat, now, will he “ the exchanging ]>ro]>orfions ” or terms 
of exchange, between thest‘ islands, at any given date? Will 
it still be true that the \alues of tlndr la'spectivt* ])roducts w ill 
}h‘ nearly according to the amounts of labor (omitting capifal, 
for the time, from considemt ion) which have been iinohedin 
their pi;()duction, s(‘verally V *1 answer, that, at any date 
wdiich w'e piay tak<‘ for tin* j>urpose of our illustration, this 
wouhl not necessarily be S(k Assuming tin* strength, skill, 
intelligence and energy of all the laborers in all the islands to 
be e((ual, a given aniohnt of labor in one i*>laml might com- 
mand tint product of two days’ labor in anotln r inland, while 
commanding tlie products of only half a day’^ labor in stilU 
another. This su])]>osition is in>l an unr(*asonable one. Dif- 
ferences as great exist to-day among the countries of the 
world, even after making the alloxvanc<*s inarssary to bring 
the several laboring ]»o]>ulations to an ecjuality in the respA'ts 
X)f strength, skill, int(‘lligence and energy. 

163. What, then, w'ould govern tin.* exehangingproportions 
subsisting between the several islands? I answer that the 
only explanation wdiieh anyw^iere, at any time, can be offered 
for existing ratios of exchange, is found in tlie relation 
between supjdy and demand. AVithin each of the several 
islands taken for llie purpose of our illustration, values w’ould 
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approximately be ll^gulated by labor, according to the princi- 
ple first stated* But, as between themsekes, each of these 
islands woul^ con^itute a utiit, whose terms of exchange 
with all the other islands would be determined by the K(pia- 
’ tion of International Demand, to use the phrase of Mr. J. »S. 
Mill.. What is meant by this formidable })h rase ? This : that 
•values, in exchanges between these islands, will b^e goveriud 
by the (k'lnaftd of each island for tffe j)roductio^s of all the 
other islands, as against the demand of all the other islands 
for ^hose commodities wdiich itself produces. In the case 
supposed, ithe play of economic; forces may result in giving to 
a day’s labor in one island a very great purcliasing^powcT in 
€omj)arison with a day’s labor in any other island, and a vastly 
greater purchasing power in comparison with a day^s lal '»r in 
sonc oik; other island. 

Thus, we mij^dit sujjpose the* taste for olive oil and wine to 
bc‘, at tlie date we have taken for the purpose* of this illustra- 
tion, not widely sjirc^ad among the other islands. In s me, 
the .uses of olive oil might not be* known at all. In that case, 
there would Ik* but little demand for the })ro(lu(lionK of 
island No. 4, as a whole. As betwu*!! the j)roduc(*rs of olive* 
oil and the jiroducers of wine*, the force of coTn])e*titi()n would 
o]K*rate st(*adily to liring about llie result that a ebiy’s labor 
in a vineyard would yield as much jmrediasing power as a 
day’s labor in an olive gtove. Jhit, wlnle the ])rodut;ers t^f 
olive oil and the producers of wine would thus ]>e brought 
upO! an equality as regards e^ach e»ther, both e*lasse.*? of j>ro- 
ducers w'ould be; at a disadvantage in comparison with pro- 
duc.ers in the other islands, generally. We might say, with 
the producer.*? of any otht*r island ; or we might suppose that, 
thoimechanie; arts being still in a backwanl state, island No. 
o would experience a still smaller demand, relative to its 
Laboring population ; and the inhabitants of that island might 
be obliged to continue "getting out iron ore, smelting it 
in their furnaces, working it |ip in their fe*rges, Only to 
sell the prl>ducts of a very long day’s labor for tlie prod- 
ucts of nine hours’ labor in island No. C*; ten hours’ 
labor in island No. 4 ; six hours’ labor in island No, 3 ; five 
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hours’ labor in island No. 1 ; three hoifrs’ labor in island 
No. 2. 

We have said, five hours’ labor in island No4l, and three’ 
hours’ labor in island No. 2. JIow is this ? The productions 
of these two islands are the same 5 their soil and climate we 
have assumed to be the same. Truly ; yet the fact that in 
one of these islands the gtap^e of dimhiishinpf returns has been* 
rciaehed ami passed necessitates, as we have seeiij a kAver j)er- 
caj)ita j)rodu<aion : a din'ereiice which jnight not he exagger- 
at(Ml in th(^ ratio j>f three to fiye. 

If, now, we assume a sudden development of the‘ mechanic 
arts and %a raj)id and extensive use of iron in tools and ma- 
chinery, island No. 5, from being at the foot of the vSeale, as 
r(‘gards tjie j)ur(*hasing power of a day's labor, might rise 
almost instantam'ously to the to]). A day’s labor there might 
come to command the products of a day’s la1]or in an island 
previously the most favored ; might soon come to command the 
])roduets of two or thret‘ da\s’ labor almost anywhere else. 
What island No, 5 hhs to sell has now become of su})ivino 
im]>ortanee. Tlie sugar ])Janters of Nos. 1 and 2, the wheat 
growers No. the lumber ,o])erators and ice cutters of No. 
(i, find that they can greatly inereasi tluur jiroduction with 
imj»h*menis and machines made of iron. The iron-workers, 
therefore, 'realize rich gains, and fare suin])tuously upon 
the ])roducts of all tf'c other grou])S of laborers. 

Nt)w, upon the assumjition that labor and capital do not 
flow from one island to another, but only jiroducts are im- 
]>orted or exported, each ishand would be left'ind(‘finitely to 
its own (‘conoinic lot, be that a hard one or a fortunate one, 
ac(‘ording to the demands from all the other islands for its 
characteristic products. < 

164. In the cast' of these separate communities, does the 
failure of values to eorres|)ond to amounts of labor, depend 
uj)on the question of nationality? I answer, no : the failure 
of correspondence between o/alue and labor wtmld occur just 
as fully between two islands which w’ere subject Vo the same 
government, as between one of these islands and still another 
island un<lcr a different flacr. The condition we have noted 
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is due entirely" to the fact aHsiimed at the heginnitig, mz. : 
that, labor and capital do not pass fronnonc of these trading 
comraunitic% to another. It has iiotliing to do with nation- 
ality. different communities, be tliese large or*smaII, 

distant or near, there wifi be an incessant tendency, due to 
chaifges of population, to changes in tlie arts, to changes in 
commercic'^l demand, to the varyingfcliaracter of^tlie seasrms, 
and to a score of oth(‘r causes, to disturb tl)e relftion betw(‘en 
labor and value. Ej^H*pt as these causi‘s may offset each 
othe*r, the one force wliich should restore tke equilibrium that 
has been*disturbed, is to be found in the movement of labor 
or of capital, or of both, from the cnniniPiiitit'S Vhere the 
unit of labor or of capital receives tin* smaller return to the 
communities where it receives tln^ larger retiirif. It that 
movement does not, in fact, take ]>lace, the diibu-euces noted 
may continue <ind may even increase from age t<» ag(‘. 

If, then, the failure of values to corresjfond to amounts of 
labor eApended, has nothingto do with the fact of nationality, 
^^lry should the economists, generally, have wilttmi ^(/l* Inter- 
national Values, of International *Tra(le, of the E(|uation of 
Infernational Demand? I ans^ver,*l>eeause nationttseemed to 
them to furnish the imist convenient units for illustrating the 
operation of the forces concerru'd. It is true, it was true even 
when Kicardo dcvelo})ed this theory, in tin* eaily part of the 
century, that there are definite porli^j^is of the same natif)n 
betvrcen which the mov(‘ment of labor ami (‘a])ital t:ij^es j>lacc 
a^’ s.owly and tardily as, often, between two s(‘j)arate nations. 
It is even true* that there are grouj^s of nations perhaps widely 
sundered geograjdiically, between wliich this nlovement takes 
place far more readily than between contiguous sections of the 
saftie country. 

Still, it is true now, and was true in a much higher degree 
when Ricardo wrote, tli^t obstructions, physical, intellectual 
and moral, to the movements of labor and capital, .tend to 
gather themselves along the bifundary lines of nationality. 
This arises from differences of speech, of race, and perhaps, 
also, of religion, from prejudices against aliens, perhaps, also, 
laws putting them at a disadvantage ; from reluctance at self 
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expatriation, from physical obstacles of a marked character, 
which often, though rot always, serve to divide nations from 
each other, lk*tween any two given nations all' 'the causes 
above ’noted may enter to raise to a maximum the resistance 
to migration. Between other two nations, o|iIy a part of these 
causes may oj)erate, and may operate with greatly dimin- 
ished force. ' , ' 

It was tlie ooregoing considerations wliieh induced the econ- 
omists to take nations as the units for illustrating the ccono- 
mi(^ efiects of a (‘(‘s^^ation of the moveimujt of labor and capital 
})et\vi‘en s(‘])arate communities. It has led, ho^iever, to 
misconception at two j)oints : first, by creating the im})res- 
sion that b(‘cause nations were taken as units in this discus- 
sion, natio>»iality was the real reason for the phenomena 
o]>S(‘rved ; si'condly, by diverting attcmtion from the effeds of 
a cessation of such movements within the limits of national- 
ity. It would be safe to say that there are nations divided 
i?ito ahalf-scoro of sections, between the two most fritmdly and 
fully contiguous of whiAli the movements of labor and caj)ital 
are scantier and slower than^between certain two other nations, 
though se|i«rated by th(»usands.of miles. 

Wherevcu* tin* movement of labor aiKl capital ceases, there 
all llu‘ <‘tr(‘els which are, by the economi.'.ts, attribuU'd to 
national ditTi-nmci'S, become fully realized. In just so far as 
thV)se movements are R-duced or retarded, the natural ripera- 
tion of competition, in n‘storing the normal relation of value 
to labor, is dtd’erred or defeated. Even where movements ^ 
ol labor and capital actually take jdace, they m;t\" be so tardy 
and ditlicult that local causes inav go on producing inequali- 
ties bi tweim the purchasing power of labor in’ neighboring 
commuiiilies, much faster than competition can efface them. 

166. It follows from what has hetm said, that, in the ex- 
change's of two considerabh' communities, be the same dis- 
tinct countries or isolated portions of the same country, from 
one to the other of which mt veinents of labor or capital do 
not take jilace or lake jdace so tardily and painfully that they 
fail to keep uj) with tlie 4;endencies to divergence indicated 
in the preceding poragrajdi, it follows, I say, that in the 
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exchanges between two such communities, articles may be 
impoiited into one qf these coipmunities, Ttotwithstanding tlie 
fa(‘t that it (*&uld tliere be produced at a lower i‘ost than in tlie 
.community from which it was exported ; and this state of 
tilings may, underlie conditions recited, continue indeHnitely* 

Tlifs would scarcely ha]»])en between small contiguous com- 
munities. Jf ill one of sucli commiriities, A., a Certain kind 
of goods cou!d be produced at lower cost than in Pommunities 
]>., C. and I),, all tin* labor and capital, em]>loyed, within that 
group, in the i)r()duction of that article, w(mld })ass over into 
A.; and ific entire ])roduction of that article for that gronj) 
would soon take place in that single community. As a result 
of this }>lay of e<M)noniic forces, no one of tlu'se communities 
would long im])ort from any other any kind of g(M)d^ which it 
could possibly itself produce at a lower cost. 

Betwe(‘u communities or countries, however, exp(*riencing 
no movements of labor or capital, exchanges of goods may as 
we said, cemtinue indetinitely to take j)laci‘, m)twithstanding 
thc*fact that the importing countries could, if they^AVould, 
themselves ])roduce many of the arVicles at a lower, p(*r]iaps a 
much lower cost than that at-^\dii(’*li th(‘y are actually pro- 
duced in the countries Tnuii which they are brought. Thus, 
to return to our six trading islands, we might sujj]K)se that 
the demand for olive oil and wine had Ix'come so gn^at that 
the inhabitants of island No. 4 could, iFy^ one day’s labor in 
their ^ ineyards or groves, command the j>roducts of t>\’0 diiys’ 
Jah'U in island No. 1. If this were so, it might jlearly be for 
their interest to continue producing olive oil and wine only, 
even though ^their soil and ^limaie wt‘re such as to enable 
them to produce sugar or coffee or tea or spiia^ at two-thirds 
theVost of which they were actually jiroducc*' in island No. 1. 
By applying all their labor force and capital force to tiuit for 
which they had the most piarked qualitieation, they would, in 
the result, obtain more of any and all products wliicji they 
might desire, than if they were t(f give up a certain portion of 
their labor power and capital power to the production of arti- 
cles in respect to which their natural advantage would he less 
« than in raising oil and wine, though it iniglit be greater 
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than that enjoyed by the actual producers o^ the articles <n 
question. , 

156 . That such would be the normal operatioil of the prin- 
ciple of self-interest will readily appear if we take the case ot 
a skilled mechanic, say a blacksmith, in an agricultural com- 
munity. The smith may have been brought u]> on a farm, ^ 
and he mayj conceivably, the so strong, so quick in his motions, 
so handy wfth tools, that he could, to-da v, do one-fourth more 
of farm work than a^ny one in the iieighborliood. Since tlien, 
he can do farm work better than the farm hands, will lie leave 
his forge? That will depend on the “Equation of Demand.” 
If there b‘e several blacksmiths in the community, so that the 
demand for the work of each blacksmith is small, and if the 
other blacksmiths are as well able to work at tlie forge as him- 
self, but are not, like himself, able to turn advantageously to 
farming, his economic interest may impel him*'to agriculture. 
If, on the other hand, he is the. only blacksmith in the com- 
munity, the demand for his work will certainly be great, per- 
haps so, great as to ena1i)l(‘ one day’s labor on his ])art to com- 
mand two ordinary days’ labor on the farm. In tliis case it 
would be the height of folly for him to leave his forge, since 
there he /‘an acquire a value represented by 2, Avhilc on 
the farm the value of his product will be represented by 
only 1^. 

The njason of the* case will aj)pear still plainer if we con- 
template a country jdiysician, who, having been brought up 
on a faiTn, and being accustomed to cultivate a small tract, fon 
his health and pleasure, in the intervals of ])ractiee, might 
easily be as good an agriculturiijt as many of liis neighbors. 
The question is, shall he buy farm products or raise them him- 
self ? I answer : so far as health and pleasure, in the intervals 
of practice, allow, he will do well to cultivate the land ; but 
as a matter of business he can not afford to sacrifice th/^ 
smallest part of his professional work for the sake of raising 
vegetables instead of buyin)^ them. As a physi(jian, he can 
easily command three or four days’ labor, for one of his own. 
Even were he the best farm hand in the county, he wmuld be 
throwing away a great economic advantage, were he to 
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attempt to raise from the soil all that which he desired to 
consijme. 

157. NoW*, what we have seen the blacksmith and the coun- 
ty physician doing, nations and smaller communities are contin- 
ually doing, under the operation of the jirinciple of self-interest. 
ManJ' a country imports, generation after generation, conimod- 
*ities h.^and c., which it could p^^duce more (•heaply than 
those w^io made them. TJu; reason is, that thfre are otlier 
branches of industry, a*., y. and z., in wiiu‘]i it lias a still higher 
relative advantage. So far as movemumts (/ labor and capital 
take plac<?, there will be a constant teinlency for laborers and 
capitalists to come to the more favored country, aittl here set 
up industries, o., b. anH c. But this w ill, at the liest, go on 
slowly ; and it may be altogether defeateil by the^liscovery 
that commodities, m., n. and a, can be prodiu'cd in the country 
in question, not, indeed, so advantageously as a?., y, andz., hut 
far more advantageously than a., b, and c. Consequently , all 
tile additional labor and cajiital coming into this country^ in 
this generation and perhaps in the next, may be directed to- 
ward building uj) industries m., n.^a)id 0 . ; and commodities 
a.y b. and c. may continue to boim})brtt‘d. 

168. Such being tlid conditions under which trade takes 
place between countries, from one to the other of which move- 
ments of labor and capital do not occur, or occur so tardily as 
not to overtake the tendencies to local cKsturbance which ha\T 
beer. Iwelt upon, we have to note two things in closing this 
KchapttT, 

First, in any country, the value of an imported article does 
not tend to ’be determined by what would bv the cOvSt of pro- 
duction of that article in that country. It d“es not even tend 
to be determined by its cost in the country in which it was 
actually produced. The normal value of such an article, in 
such a place, depends onjtbe cost of production of the article 
which is exported to pay for ity transportation being taken 
into account. 

Second, while it is for the interest of a country enjoying 
great economic advantages, to apply its labor power and 
j ca])ital power to certain lines of production, only, looking to 
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purchase from others many classes of commodities wliicli it 
could produce as wejl as or even better than they, sucli a course 
is also for tlio economic interest of tlie countries with which 
it trades, since they are thereby enabled to obtain the products 
of the former country, at a lower, probably much lower, cost 
than that at which they could hope themselves to produce 
these, or to obtain them fyom any otlfer quarter. 


CHAPTER III. 

MONEY AND ITS V.\LrE. 

169. Exchange Arises out of the Division of Labor.— Men 

become the ])roducers of that which thty expect to consume 
but in part, if at all. Their choice as to whatrthey shall pro- 
duce, ceases to be determined by considerations aifectinj? their 
])ersonal wants, and comes to be determined mainly, if not 
wholly, by considerations affecting their abilities and apti- 
tudes. "Tliey no longer produce that which they desire to eat, 
drink or wear. ^Jliey prbducw that one among many things 
known to the market whi(^h they can Vroduce to the best ad- 
vantage, let who will, in time, eat, drink or wear it. Thm 
own wants they look to see, in turn, satisfied by the labor of 
oVhers. . 

To the market all producers bring their several products, or 
such part thereof as they do not care individually to consume. 
From the market each late producer, now becoftie a consumer, 
carries away that whicli he is to eat, drink, or wear, or other- 
wise enjoy. In tlie market is done that which we call ex- 
change. « 

The economic function of exchange is to bring producers 
and consumers together, and thus ajlow the division of labor 
to be carried as far as it will increase production. The divi- 
sion of labor *has no econoikic virtue except so far as it in- 
creases production. When that point has been reached, a 
further subdivision of occupations and employments would be 
useless, or of merely curious interest. Exchange, in turn, has 
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no virtue excej;>t as it allows the division of labor to bo carried 
out.. Its sole function, economically, isio enable each spt^cies 
of wealth, t-ach article known to the market, to be }>roduced 
in the pja(*e and by the person wliere and by whom it Van be 
produced to tiie gi-eatest Tidvanta^e. 

V 180 . The Economic Function of Money. — In its function 
* of bringii^g producers “and coiisum^uvs togetlier, exchange dis- 
covers Vhe need of the great agent of which w(^are about to 
Bp(‘ak — Money. Just, as the occasion f(;r (‘xchange arises out 
of the fact of the di\ision of labor, and as the economic 
efti(‘ienc/ of exchange is limited to that oce ision, so the need 
of money arises solely out of the fact of excliange, and the 
economic efticieney of iiioney is limited strictly to tlic OC' asion 
for exchange. The interests of a community rcquft'c as much 
exchanging as will secure that division of labor which will 
achieve the liigliest produetiviuiess of land, labor and capital ; 
and they require no more exchanging than this. They pure 
as Much money as will enable that amount of exeliangiiig to 
effected with the least effort and tvith the greatest assur- 
ance of a transfer of real equivalents ; and they require no 
more money tlian this. No eijonoiliic t‘fficiency other than or 
beyond that indicated, •can justly be attributed to money. 

Hut bow does money facilitate those exchanges* which it is 
for the interest of society to have effected? Just* what is the 
f unction of money ? 

1 ^ 1 . Double Coincidence in Barter. — Money facilitates 
exchanges by dispensing with that double coincideiiee, of 
wants and of ^)ossessions, which barter, c. exchange without 
the use of money, involves. We liave seen that, so far as the 
division of fabor is carried out, men cease to }>roduce all or 
even the greater part of what they wish Ui consume. Pro- 
ducing that which they can produce to the best ad\ antage, 
they look to others for those p.artieular articles which are re- 
quired for the supply of their individual wants. The producer 
and the would-be consumer of e;fjh article, tlieiVfore, must get 
together, sonu^how, or else the wants of the community will 
remain unsatisfied. * 

But that each producer for himself should find some person 
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who has what he wants and at the same time wants what he 
has, would involve vrr}” roundabout exchaijges, occupying a 
great deal of time, and occawsioning much delay af)d frequent 
disappointments. The bootmaker who wanted a hat, for his 
own use might find many persons v^io would be glad to get 
pairs of boots, but had no hats to give in exchange, and feev- 
eral ])ersoiis Who had hats indeed, to sell, but 'svere already 
supplied with' boots, before he found one person who both had 
hats and lacked boot-s. And, moreovw’, when that person 
were found, a f urthc r difficulty would probably arise from the 
failure of an exact equivalency b(‘tween the two articles to be 
exchanged. A ])air of boots might be wortli more than a hat ; 
perha]>s three jiairs of boots might be worth four hats. Yet 
the bootmifker wants but one hat ; the liatter wants but one 
pair of ])oots. Things would soon get into a fearful muddle, 
this way. * 

But if, by general consemt, formal or implied, tlie producers 
of the community should hit upon one article which tlie}" 
w^ould all agree to take in excliange for ■w’hatever they wishl‘d 
to sell, a vast saving of tinn^ and labor, of annoyance and dis- 
a])pointm(‘nt, would be effected, especially if the article so taken 
should be one, say, wheat, susceptible of minute division, with- 
out loss of utilit V. 

f 

162. Money, the Medium of Exobange. — What shall we 
caft the function wliieff the wlieat would in this case perform ? 
Clearly it, is something altogether beyond and in addition to 
its ordinary natural function, as wheat, which is simply to be 
made into flour, to be, in turn, made into l>rea<l. In the use 
proposed, the wdieat would serve gjiother purpose.^ What sliall 
wx* call that purpose ? 

The function performed by the wffieat, in the instance given, 
is that of a Medium of Exchange. The significance of tlie 
word medium, in this connection, is f^und in the fact that the 
wheat becomes^ an intermediate thing in the commerce between 
the producers and the consilfners of any an<l of every article. 
The wheat is no longer an end, as when used for food, but a 
means to an end, which end may be boots, or hats, or gro- 
ceries, or what not. The person who takes wheat for what he 
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has produced n»y already have more wheat than he ceuld eat 
in a year, I^e does mot take itp with a view to eating it, hut 
because with it he can obtain, in kinds and quantities* and 
at times to suit liis waiUs and convenience, whatever he 
may wish to eat, drhik, or wear, or to warm or house limtself 
Yitlml. , , 

Now, tj;ie fi^iction which has been tlescribed is ^he Money 
function. Money is the medium of exchange. Whatever 
performs this function,* does this work, is money, no matter 
what it is q^ade of, and no matter how it came to be a medium 
at first, or why it continues to be sucli. So long ai, in any 
community, there is an article which all ])roducers take fi‘eely 
and as a matter of course, in exchange for wliatever tiiey liave 
to sell, instead of looking about, at the time, for the jjarticular 
things they tliemselves wish to (ionsuine, tliat article is money, 
be it wdiite, yelloV, or black, hard or soft, animal, vcgetabh^, 
or mineral. There is no other test of money than this. That » 
which does the money-work is the monw-thing. It may do 
this well ; it may do this ill. It may l»e good money ;*lt may 
be bad money — but it is money all tli« same. 

163. Universal Acceptability of Money. — We said, all 
producers, since it is not enougli that an article, is extensively 
used in exchange, to constitute it money. Bank cheeks are 
used in numerous and im])ortunt transactions of exchange, yet* 
are not money. It is essential to money that its acuteptability 
should »e so nearly universal that })ractically every person in 
tk) community p^’^duct or service to dispose of 

will freely, gladly, and of preference, take this thing, money, 
instead of the jmrticular }>rodut'ts or services which he may 
individually require from others, being well ass ’rod that with 
money he will unfailingly obtain whatever he shall deslie, in 
form and amount and at times to suit his wants. 

When any article, no m5tter what its substance or form, 
acquires this degree of acceptability^ no matter liow obtained 
ar how rctain%i, so that each person, in his place in the indus- 
Tial order, without tlie expectation of consuming ^^his article, 
md without reference to the character or credit of the person 
:)ffering it, takes it freely from any man whenever he has any- 
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thing to sell, bccaf»^c he knows that any othon man will freely 
take it from him whenever he may wish -in his^turn to buy, 
that ‘article becomes money, and remains money while that 
condition continues. To,8erve as ^he medium of exchange is 
the n]^oney-f unction, and whatever does thts is money. 

164. Money and Civilization. — H is evident that the intro- 
duction of ffioney, even in a j)rimitive state, vas^tVr facilitates 
' exchanges, and renders it easy to carry out the division of 
labor. It is further evident that the use of money is a con- 
dition precedent to an advanced state of industi^ial society. 
The division of labor could not without it be carried so far 
as is involved in complicated manufactures and extended 
commerce. 

It has been wisely said,” remarks M. Chevalier, “ that no 
machine economizes labor like money, and its adoption has 
been likened to the discovery of letters.” ' 

^ The allusion is probably to the noble sentence of Gibbon : 
'‘The value of momy has })een settled by general consent to 
cx}>ress our wants and our property, as l(‘tterR were invented 
to express our ideas ; ancl both these institutions, by giving a 
more, active energy to the powers^ and jjassions of human 
nature, have contributed to multiply the objects tluy were 
designed to exj)ress.” 

‘ 166. Historical Forms of Money — We have said that any 

article whicli acquires a certain degree of acceptability 
throughout the community, would tliereby become money, 
whatever its material or form. Yet material and even form 
may have much to do witli securing to any given article, at 
any given time, the requisite*- degree of acceptabilfty. Tlie 
industrial habits and the tast(‘s of a people and their social . 
conditions may make that rnomy wliich among another people 
would be an impossible inoney. Rock salt long served the 
Abyssinians as money ; rice, th(‘ tlwellers on the Coromandel 
shore ; caCoa, the aboriginal Mexicans ; olive oil, the inhab- 
itants of the Ionian islands ; wampum, tlie qarly New En- 
glanders ; tobacco, the early Virginians and Marylanders ; tea, 
compressed into snpall cakes, the Russians ; dates, the savages 
of the African oases ; beaver and seal skins, tlie peoples of 
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many northern glands. Cattle and sheep ycre employed as 
money, alike by tjie early Crrceks, by* the Romans who 
conquered the Greeks, and by the Teutons who conquered 
.tlie Romans. 

166 . The Metals as Money. — But, of all substance's, the 
inc'tals have enjoyc'd the^ widest use as money, from a remote 
]>oriod. ^Ircin^ lead, tin and copper, dlie or anotliei^ have been 
tlniK employed in nearly every country whose history is 
known. 

From its numerous and important uses in The domestic arts, 
in the chase, and in warfare, the first-named metal was the 
subject of such wide* apd constant demand as to make its 
fnrtln'r use as the ircan'ral medium of exchangt', L c., as money, 
vt'ry simple and natural. The art of mining being in early 
times very crude, small <juantities of iron represented a largo 
aimuint of labof, and thus contained a high purchasing jjower. 
]Vloreover, in c<»m]>arison with wheat, cattle, and many otner 
jjriniiiive forms <;f money, iron cost lit^e or nothing to keep 
and was but little subject to waste, tvhile a given mas»; could 
easily be divided into jdc'ces (d any TVcjuircal dimensions, wliieli 
(‘ould again be n'united, by fusioh, or by welding wlion heated. 
Tin* money of Laeeda'nion was of iron ; tlie Swedes* used 
money of tliis Jiu'tal during and after the exhaustii^^ wars of 
Charles XU. ; ami iron is st.ill reported to be so used by tlni 
inliabitnnts of Senegambia. 

Le: was extensively employed as money by the early 

iiiomans and the early English, and is still used in the same 
'way by the Ihirinese. Tin was nsc<l hy the Mexicans as 
money; 'was loyg so cmj)h>ycd»in Sweden, in long, flat blocks ; 
and is even now a medium of exchange ajnong the Chinese 
and Malays and in Prince of Wa]t*s Island. 

But more than iron, tin or h'ad, has copper, in the later 
cepturics, been used as rnowey. Having, from its cost of pro- 
duction, a liigh value for its bulk, it came to 8upe^\sedo iron in 
this use, wheji the lattt'i* metal became too cheap to form a 
convenient money. During tlu* silver famine of the middle 
ages, copper returned to be the chi(‘f money of circulation in 
Europe. And tliough, after the revival of silver production 
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through the discovery of Mexico and Peru, it foil out of use 
as a principal mond^ of wealtlwy and prosperous^ countMes, it 
has remained a considerable element in the monetary circula- 
tion of the world, even to this day^. 

Platinum was for a brief period, between 1828 and 1845, 
used as money in Kussia, where that metal is produced ; biit^ 
the great (filficulty of rdudering platinum, now^ Srom ingots 
into coin, and again from coin into ingots, })re vented the suc- 
cess of this experiment, notwithstanding that j)latinum is 
justly regarded aS one of the noblest of the metals.^ 

167. The Precious Metals. — All the other metals, liowever, 
pale before the light of two transplendent subslancos, the 
Precious Metals, so-called, silver and gold. Having numerous 
important uses in the industrial arts ; })ossessing the highest 
adaptation for tlie purposes of ornament and decoration, these 
metals have always and everywhere exerted, beyond all other 
objects of human desire, a strange, a mysterious fascination 
upon the minds of iiu^n. 

168. *Coinage, — Under the title, coinage, we may take ac- 
count of all methods of determining^ for easy popular recog- 
nition, the quantity and qualfty of individual portions of that 
which is Vised as money. It is in their ada])tations to the art 
of the coiner that the metals, and especially the precious 
pietals, exhibit their most marked qualifications for use as 
money. With some* kinds of money, indeed, no such mode of 
determination is required, the divisions being natural, as in the 
case of the red feathers and shells used as money, or of cattle, 
and sheep, which only need to be counted. 

With other, and indeed, most, forms of moiqy, it is neces- 
sary to give a customary shape to the pieces to bo so used. 
The Abyssinians, who used rock salt as money, cut it into 
bricks of uniform dimensions, so that each person taking a 
brick in exchange might know how^much salt he was receiv- 
ing. 'Here, Jhe problem was merely mechanical ; no chemical 
tests were required. The salt being of rea8onj,bly uniform 
quality, the i;eceiver was only interested to know its quantity. 

With money of gold and silver, and even of copper or iron, 
however, both the quantity and the quality of each piece,, 
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offered may bo^trought into question, unle^ss some means be 
adopU’d by which }he piece shall be msldc to exhibit unmis- 
takably the Amount of pure metal it contaius. The problem 
, is thus both a mechanical and a chemical one, and is solved by 
what we call, in tihe limiled sense, Coinage. The metal is 
melted, and in that state is brought to the required degree of 
purity, or #finen(*ss.” It is then caiifc into ingots, ‘and by suc- 
(jessive mechanical processes, with machinery of gf’eat delicacy 
and power, drawn out to the recpiired thickness, cut into 
plauchets, ‘‘milled ” around the edges, andi stamped on both 
sides* wit^ devices exj)ressive both of the sovereignty of the 
nation under whose* authority the coins are struck, and of the 
quality and quantit}^ of the metal contained. 

Coinage has generally been regarded as an a(.^ of sov- 
enugnty, and the count(‘rfeiting of the coin has been widely 
punished as treason. In hlngland, the King’s sovereignty 
o]ily exteiuh'd to the coinage of gold and silver, the private 
eoiiiMgo of copper not having been prohibited until the present 
contjury. 80 important is the money-fiTnction, so htrong is the 
tcuidency to abuse the privih*gc of coining, so hel])les8 are the 
mass of the community, cs{)eci.%lly ^he poor ami economically 
weak, und(‘r a corrupttKl coinage, that, even in popular gov- 
ernments, where pnu-ogative is not known, the prlVato mint- 
ing of money is punished hy grave penalties. That coins 
shall fully jxM'forin their oftice as money, they must he tak^n 
readil ' , without suspicion, or at most, aft(‘r a brief inspection 
^suc'Ii as even the ignorant and inexpert can give. 

109 . What Determines the Value of Money P — It is only 
the present inquiry which brings the toi)ie of money into the 
department oT exchange. Otherwise, money belongs to the 
department of production, as clearly as does nny other agency 

* At first, coins were impressed on oikj side, as is now the “gall," 
tjie only native coin of Coefyn (lliina. This allowed the metal to be 
shaved from the smooth side of the coin. Afterwurds characters were 
stamped on ])oth sides, hut the area of the coin was nbt fully defined, 
allowing the ^dges to he clipped, as is largely the case with the Tomans 
of Persia. Later improvements surrounded tlie coin wytJi a well-defined 
rim, while the edges were milled to still further protect tlie integrity 
of the piece- 
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of trade or transportation, cattle, carts, rail^ways or banka 
The mining of tlie precious metals is goyerned by tlm laws 
which regulate the production of other kinds of ^vx^alth. The 
minting of gold and silver is equally a branch of production, 
Assayers, refiners and coiners are a*s much producers of wealth 
as thedaborers employed in a ])ig-iron furnace. 

But under tlie title, Exchange, we may propu'J’ly inquire 
why any onb article, produced as wo find it to be produced, 
under existing conditions, exchanges for so much of any other 
article, and not for more or for less. Pre-eminently in respect 
to iron or cop])er, silver or gold, when cut into j)Ianchets and 
»tam])ed ;ls coin, do W(‘ need to raises tin's question and discuss 
it in all simplicity and severity of reasoning, because the sub- 
ject has been allowed to become involved in a thousand ditii- 
culties, from the lack of clear definitions and from the failure 
rigorously to exclude every thing alien or advvntitioiis. The 
discussion of the laws of money has engendered so mucli }»as- 
sion and prejudice as to make it hard to secure a respectful 
attentiop, or even a rational attitude of mind towards 'any 
statement of monetary doctrine whieh differs in the minutest 
j)artieular from tliat of the hearer. ]V[en wlio are candid and 
even lib(*ral in ])olitics and religioif beeonu* furiouslv or 
stu]>idl 3 ^ fanatical as soon as their views on money are eontro- 
verted. ^Vlum Sir Walter Seott made a surly critic say to the 
author of certain Ixffters outlie Currency, ‘‘In your ill-ad- 
vised tract yon have shown yourself as irriia]>le as Balaam 
and as obstinate as his ass,” lie evidently intended to cbarac-,, 
terize tlie whole race of writers on this theme.* 

The value of money, like the value of any thing else, is 
purely a question of d(‘mand and siqiply. Th(‘ cost of produc- 
ing moiK'y is only important as aff’oeting tlie sujq)ly. Limit 
the siq)])l v,* and it does not matter whether tliere he any cost 
of production or not. The advantage of taking that for use 
as money whicbhas an a])preciable, definite, and, as far as may 
be, constant cost of ])roduction, is found in the fact that tlie 

*I have alreatly quoted (par. 120) the remark of Prof. Senior that 
“any other cause limiting supply is just as efficient a cause of value in 
an article, as tlie necessity of labor to its production." 
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supply of* such money will be limited by natural causes, 
instead of being left to law, convention (jf**accident. 

170. Whlit is tfie Demand for Money?— -The demand fo^ 
money is the occasion for the use of money in effectwig ex- 
changes. In other words,* it is the amount of money-work to 
be done. 

Tliis is not determim^d by the gross volume of the wealth 
of the eomihunity, since all that wealth is not be, in fact, 
exchanged. For a similar reason, it is not determined by the 
amount of the annual production of tlie co^iinunity. 

It is nflt determined even by tlie volume of products to be 
exchanged, inasmuch as some classes of lliesc may, require to 
be exchanged several times, and some but once. Mof cover, 
in spite of tlie difficulties of barter, many products aj;e, through 
a foi'tunate coincidence of wants and of jiossessions, especially 
in agricultural communities, exchanged against each other. 
More important still, the modern organization of commerce, 
es])e(!ially tlirough the agency of banks, jirovides for the crea- 
tion, and subsequent cancellation, of ii^debteiliies*^* on account 
of products given and taken in exchange, to an extent whicli 
vastly diminishes the actual use of money in effecting transfers. 

171. The Money-Demand a Beality. — Not the less, is the 
demand for money a reality. Banks and elearing-liouses, 
checks and l>ook credits reduce the occasion foi* the use of 
money, but they do not Supersede its pse altogether, nor tre 
there uny signs that they will do so in any future, near or re- 
iiiett . In every community, though in some more than others, 
goods are offered for money. Men seek money, having in 
their hands wherewithal to jiay for it. Some of them must 
have moneyj whatever it cost. With others any aj)})reciable 
increase in the diffic^ulty of getting money, or any appreciable 
doubt as to the “goodness” of that which is circulating in 
the community, does away with the disposition to obtain it, 
‘drives them to barter, and thus destroys a portion of the de- 
mand for money. • • 

Some pSrt of the exchangers of every community may be 

* This function of banks will be spoken of, more al^length, under that 
title in Part VI. 
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regarded as always on the verge of barter. They could ex- 
change their produ»3ts for the products of others which they 
wish to consume, wit^iout unreasonable trouble. Others, again, 
would exchange their products for money in the face of very 
great difficulties and embarrassments ; yet for each of these is 
a point at which difficulties and embarrassments will give rise 
to an effort, which will thereafter incrvase rapidly in force, to < 
resort to barter or to creAt, as the means of escaupfng the use 
of money. Should the matter proceed far enough, produc- 
tion will even be limited or modified to*meet the exigency. 

172. Effect of discredit on the Money-Demand.<-Thus, if 
the money of a country be operdy discredited, as in France 
prior to and during the Ilundred Years’ War, and, again, 
during the Revolution ; in England, under Henry VIII. and 
the Protector Somerset ; in the United States, during the cir- 
culation of the so-called Continental currency ; and in Italy, 
through many dreary periods of her history, meh will not only 
resort increasingly to barter or to credit, but such discredit 
of the coin or other cir^nilating medium may become a force 
which wiU operate powerfully to modify and even to limit 
production. Men will produce fewer things and those differ- 
ent from what they would have done under conditions more 
favorable tp the division of labor and the consequent exchange 
of products^ 

jThis, however, can never be carried so far as totally to dis- 
pense with the use of money. In any society above the bar- 
barous state, something must be used, to some extent, as 
money, so long as production goes on at all. , ^ 

We see, thus, that the demand for money has no definite 
relation to the total wealth, or thu annual produ*3t of a com- 
munity, or even to the volume of products to be exchanged. 
The demand for money varies* with the amount of money- 
work to be done, which, in turn, varies with the industrial 
organization of communities, with seasons, and with circum^ 
stances innumerable. Not the less, however, as we said, is the 
demand for money a real thing. Goods are offered for| 
money ; and, yith a given supply, the more goods are so? 
offered, the higher will be the value of money — that isj prices | 
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*The fewer goods are offered, the lower will be the 
value^ of money—that is, prices will rise. • 

173. VaM© and Price.— It will have been noticed that, in 
the foregoing paragraph, I have used the word price as signi- 

* fying the raoney“V|ilue of ^oods. As we stated in a previous 
chapter, value is the generic term which expresses power-in- 
•exchange. ^ Price is ji^wer-in-excl^aiige-for-somc-oiie-article. 
Where inonfy is used, })rice commonly oxpresst's power-in 
exchange-for-moiuy. .Where nothing to the contrary is inti- 
mated, the price of an article is understood be the value of 
that article in terms of money — the amount of money it will 
command in excihange. 

174, What is the Supply of Money ? — If such is the demand 
for money, what is the supply ? It is the money-fofce avail- 
able to do the money-work recpiired to be done, in the given 
coinmunity, at ^he given time. The money-force, or the sup- 
ply of money, is not measured by what is usually called tbe 
amount of money, that is, the number of gold dollars or bits 
of j>;iper used as money, but is comj>oseTl of two factors — the 
amount of money and the rapidity of circulation. ‘‘The 
nimble sixpence does the work t)f tl!e slow shilling.” There 
may be as much money ^orc(‘ in 1000 dollars, each of wdiich 
passes from hand to hand four times a week, as in 4000 dollars 
whicdi change owners but once from ]\londay morning to 
Saturday night. The rapi’dity of circdation varies widely 
among different communities, according to the density of set- 
tlem^ni, the prevailing occupations of the peoj)le, the facilities 
lor the transportation of freight and passengers. And the 
rapidity of circulation not only varies according to such gen- 
eral conditionef, but it varies from day to day, with the state 
of trade and the temper of the public mind. 

176. The Money Supply a Reality. — But while tlie money- 
supply varies thus incessantly, it is none the less a real thing ; 
so* real that/ at any given time a decrease of the supply of 
money will enhance its value — tha%is, will lower* prices ; and 
an increase that supply will reduce its value — that is, will 
raise prices. ^ • 

We have spoken of reducing the value of money as equiva- 
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lent to raising prices ; and of enhancing the value of money 
as equivalent to l()Wt^ring prices^. This is inanifest enough to 
anyone who thinks of the matter ; but the studerfc of political 
( conomy needs to become so familiar with this equivalency 
that he will not have to think consciously ;ibout it; but the 
one nmde of (‘xpression will always and instantly suggest its 
equivalent. To enhance ithe value or money is, of course, to* 
give a largeV jjurchasing ])ower to each integral parf of the, 
circulating money — that is, to ea(‘h piece or coin, and to any 
given number oft piece's or coins. ]>ut if money ])urchases 
mu!*(‘ of other things, other things, conversely, i)uA‘hase less 
of nnni(‘y— that is, bear lowe/ j>rices. 

On the other hand, to say that the value of money is low- 
ered, is th say that money ])urchases less of other things ; but 
if money j)urchases less of other things, other things, cou- 
vers(‘ly, purchase mon* of money — that is, be;;r high(‘r prices. 

176. International Distribution of Money. — have 
seen that it is im])ossible to say what, at any time, in any 
commuyity, is the cfemand for money, or the supply of 
money. "We have now to see that, with money having a 
natural cost of production, no one lias any need to know, 
either how much money there is, ol how much is n(‘(‘ded, 
inasmuch as th<‘ demand for money will, under such a system, 
easily anci surely, because automatically, bring in the due 
sup])ly required to enable all the exchanges of the community'' 
to be .transacted with the minimum of elfi^rt and delay, 
and with the highest assurance of the exchange of real 
equivalents. * 

The territorial distribution of money is effected through 
the agency of Price. 

Let us su])})ose that, of two trading countries having the 
same kind of money, the amount in each, i. 6 ., the number of 
pieces or coins, is such that, the rate of circulation being what 
it is, Q-nd the dtunand for iiioney what it is, the scale of [irices 
in the ttvo countries precft ely corresponds, cost of transjior- 
tation of goods being, for the purposes of the illAstration, left 
out of account. Now let us suppose that, all other elements 
of the case remaining unchanged, the amount of monej^ in 
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one of these Cjpuiitries, A, is suddenly and largely increascM], 
say, Vy the discovery of treasure or by flie opening of new 
mines. Th5 supply of money having thus bec'ii increased, llu^ 
value of money, as we have seen, must decline, that is, ]>rices 
must rise.' A given amount of money will purchase less of 
other things than before, which is ecjuivaleiit to saying that 
\)ther thiui^s will ])urchise mon‘ of money. 

Kow,^f goods will ])ur(ihase more money in tfiat country, 
the owners of goods in»the other trading country, !>, will at 
once feel themselves jm])elled by se!t‘-int(‘J<‘st to send their 
stock thitTier, to secure the ])en(‘lit of the higher ])rices. Hav- 
ing exchang(‘d goods for money in A, they will bring the 
money back to tlunr own country, 1>. AVhy not invest the 
money in the country where they sold tin* goods i ‘Ih'canse, 
by the (*onditi<»ns assumed, though A is, as they have fv)und, 
an excellent rmvket to sell in, since jU’ices ar(‘ high, it is, from 
that V(‘ry fact, a bad market to buy in. 

177. And while all owners of goods in H are liurrving to 
get Hheir goods to A, in-order to take advantage of tl^(‘ higher 
pri(‘(‘S prevailing there, every holder of money in A is (‘qually 
impelled to get Ids money as sown as ])ossi])le to R, in ordiT to 
take advantage of tlie hlwer prices thmv. Where all partl(‘s 
are so fully agrecMl, the thing is likely to he done quiekly. 
Money hows from A to 1> until the e(pulil)rium whu h was dis- 
turbed has he(‘ii restored, that is, until Hhe gemu'al scab* of 
prices is the same in both countries. ^Vfter this, the tM'o 

^countri(‘s will continue to trade as before ; but (‘acb will keep 
its own money.’ A will pay for llie c<>Uoii, rice and sugar of 
B witli its own wheat, Inmbei^ (‘oal and ice. 

178. Tho Money Movement Automatic — It will be ob- 
served that the movement of money whicli has been described 
was not due to any one discovering that A liad more money 
than it needed, or tlian its^pr<>]>ortiouaI share. No statistician 
or })ank(*r announced this result aft(‘r c.om]mtiiig the d|unand 
for money and tlie supply of m-^uey in tliat country. Tlie 
exchanges whicli restored the c<pn]ibrium of j)riccs were 
duo wludly to the action of iinlivhluals, moveef liy a view of 
tlieir own interest.' Not one of them cared, perhaps ’not one 
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of them knew, whether money was in excess yi A, or not, but 
each, finding that bj^ sending gf)ods from^ B to A, or money 
from A to B, ho could secure a profit, contrilJuted to the 
result. 

We have seen, in s])eaking of retail exchanges (par. 149), that 
a great amount of resistance is experienced in the operation 
of what are called ‘‘ the Jaws of trade^” and we* shall have 
occasion to^lote, when we come to speak of wages, ‘that the 
laborer’s inertia, ignorance and poverty defer greatly, and 
even sometimes defeat altog(‘ther, the movements from j)lace 
to place, or from oc(ui])ation to occupation, which is re(juir(‘d 
to seciiiv his interests. 

While the actual freedom and fullness of movement can, in 
no (](*pai*iment of economic activity, reach the theoretical 
maximum, the result is more nearly obtained in the depart- 
ment under consideration than in any othen The persons 
w’ho ship goods or mon(‘y, in consequence of excess or defi- 
ciency in the money sujqdy, lieing nuTchanls of larg(‘ experi- 
ence an^ ample means, kept fully advised of the state of* the 
markets by weekly letters and price-currents, and in later 
years, by information received daily, and now, even by hourly 
reports, through land t(‘li‘graphs and^)cean cables, the actual 
her(‘ clostdy approximates the theoretical readiness and corn- 
j)leteness of movement. At the same time, it is easy to exag- 
gerate even that r(\‘idiness and com}>leteness. 

179. Picking or Selecting the Coin.— We have seen that 
any local excess of money, as between one country and^ 
another, immediately sets in motion forces Vhich tend to 
restore the equilibrium. The local exc<^ss of money also pro- 
motes the use of the precious metals in the industrial and 
decorative arts. This ai)})lication of the metals, always con- 
siderable, may be readily increased through a reduction in 
their value. As less and less of other things, wheat, iron or 
cotton^ or of labor which produces all these things, will pur- 
chase a given amount of goW and silver, more gold and silver 
go to the melting pot. 

In the ca8e*of exportation, or the melting of coined money, 
due to local excess, what determines the selection of the coins 
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to be exported (y melted ? Is it purely a matter of chance, or 
is it controlled by the comparative proximity of coins to the 
place of exportation or the seat of the manufacture of jewelry, 
or of dental goods, or of photograjihers’ supplies ; or* does 
some distinct economic force enter to decide that certain coins 
shall go and others stay ? Let us inquire. 

180. Irr^ularities ih the Coin.r~In the process of coiii' 
ing, it fs inevitable, notwithstanding the tru]}» admirable 
science and skill aijpliud to this art, that dilferences should 
exist between coins. Tlie mints of some ^nintries do tlieir 
work mucfi more exactly than others ; * but t lie best mints can 
not turn out ])ie(i(‘s absolutely uni form in fineness and weight. 
A certain range of variation must he allowed, and this is gen- 
erally formulated by law, and is known as tlie tolei^nce ” of 
the mint. 

Even were all coins issued of exact uniformity, the wi<le 
difference in usage wMDuld soon make an appreciable difference 
in their weight. Some go early into hordes or deposits ; others 
are worn down by almost continuous circulation ; others still 
are dealt with illegitimately by clipjiing, punching, and “ sweat- 
ting,” till a considerable portion df their substance disaj)- 
pears.f 


♦ Three ^old coins, the Uussiim Imperials, the French Napoleons, ar^l 
the American Eagles, are bought by the Bank of England widiout re- 
melting. The United States Mint turns out tJie finest gold coin of tlu; 
#world ; the Russian Mint the next best. The mint of France was, fifty 
years ago, charged with grave errors, all on one side, viz., in favor of 
the mlnters ; but that mint is now of high authority. The mint of Gr(‘at 
Britain has untif r(K;eutly l^cen bacfly manag(‘d and has done poor work, 
in comparison with the others named, not out of any dishonest intention, 
or lack of mechanical skill, but from adherence to old fashions and anti- 
quated machinery. Mr. Ernest Heyd and Prof. Jevons concurred some 
years ago in a very unfavorabjie criticism of the establishment on Tower 
Hill. More recently there has been improvement. 

f Prof. Jevqns estimated the proiiortfon of “ light” sovereigns in En- 
gland, that is, of sovereigns reduced below the legal standard for circiila 
tlon, to be 30 per cent., the proportion in some agricultural districts ris 
ing to 44 per cent. 
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If, now, with a body of coin of unequal valiv?, a demand fof 
the money-nietal aiCses, for exporter for^use in the arts, the 
process of ])ickiii^^ or selecting coin will at once begin. All 
m(‘rcliants and bankers dealing largely in coin will lay by 
those of full or nearly full weight, and throw the lighter speci- 
mens back into circulation. 

This j)rocess of pickiiig-or selecting coin, begins 3arlyin the 
history of sft'ch a demand as has been indicated, and ju’oceeds 
steadily as long as that demand lasts." The operation costs 
])ractically notirnVg, and the profit, where great numlxTs of 
coins are daily handled, is large and certain. Clerks and 
cashiers Ix'conu* so expert that they can tell light (ioins by the 
touch, wliile, if doubt exists, a pair of adjusted scales will in 
an instant* decide* th(‘ (pu'stion. 

181. Gresham’s Law.— The observation of this process of 
])ickiug or selecting coin has led to the statem.uit of the econ- 
omic theorem, known as (TiH'sham’s Law,* viz., that “bad 
mon(‘y always drives out good money.’^' 

Thus baldlv statc'd, as in most treatises it is, the theoreih is 
fals(‘. That effect will not be ])roduc.ed unless the body of 
money thus composed of heaxy and of light coins, is itself in 
excess of tin* miods of the communitj^, as determined by the 
law of the territf>rial distribution of money, which has been 
stati'd. In a country in which money is, according to this 
standard, deticient, a hght coin may havis by reason of that 
deficiency, a nigher purchasing ]>ower than a heavy coin in a 
country in which money is in excess.f 

182. The Value Denominator, usually called the Measure 


* From Sir Thomas Gresham, founder of tlie Royal Exchange of 
London. Died 1579. 

f Mr. Ricard(j clearly cxprcssc^d tins necessary (lualification of Gres- 
ham’s Theorem, t)ut, in doing so, has l)oen followed by few w’riters. It 
is, he says, “a mistaken theory to suppose that guineas of 5 dwt. 8 
grains, can not oirculate with gui\u*us of 5 dwt., or less. As they might 
be in such limited ([uantities that l)otli the one and the other might 
actually pass in currency for a value equal to 5 dwt. 10 grains, there 
would be no temptation to withdraw either from circulfition ; there 
would be a real profit in retaining them.” 
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of Value. >— Til far we have spoken of but one function of 
money, that of the ^Medium of ExehangeJ^ and we have writ- 
ten as if the*re were but one. This has been for the purpose 
.of fixing the reader’s attention strongly on the work of 
money, as the medium of exchange. 

^ In addition to this function of money, however, lu^arly all 
economists «ire agreed ii’i i\cognizii\^ another independent and 
f co-ordinate function of money, viz., as a “^reasur!; of Value.” 
‘‘A second difficult}^,” •says Professor Jevons, “arises in bar- 
ter. At ichat rate is any ex(*hange to be nij<le ? If a cuu iain 
quantity of beef be given for a certain quantity of corn, and, 
in a like manner corn be exchanged foi (*he(‘He, and c-lu‘i‘se for 
eggs, and eggs for flax, and so on, still the question will arise 
— how nuich be(‘f for how much flax, or how much any one 
commodity for a given quantity of another? In a state of 
barter, t/te prlve current list would l)e a most complicated doc- 
ument, for each commodity would have to be quoted in terms 
of ev<*ry other commodity, or else coini)licated r dc-of-three 
sum^ would be necessary. T5etW(‘en ]()() articl(‘S there must 
exist no less than 4950 possible ratios of exchange. All such 
trouble is avoided if any on(‘ v'.omihodity bo chosen, and its 
ratio of exchange with {uicb commodity be qnot(Ml. Knowing 
how much corn is to be bought for a pound of silver, and, 
also, how much flax for the same quantity of silver, we learn 
without further trouble how much corn exchanges for so much 
flax. The chosen conirnodiUj becomes a common denominator 
or common measure of value^ in terms of which wc estimate 
the value of all other goods, so that their values become 
capable of the most ('asy coiqparison,” 

183.— An Incidental and Subordinate Function.— Admit- 
ting the importance of having a value-denominator, in which 
the prices of all articles shall be ex})r(*ssed, we can not admit 
that this constitutes a separate and indej)endent function of 
money, since it is evident that gold or silver, or any other 
article, can only serve as a value-^ilenominator by and through 
being used as the medium of exchange.* It is only because 

* Hence we see the error of Prof. Bowen’s statement : “We can do 
without money as a medium of exchange, and can even barter commod- 
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silver, for instance, is, in fact successively exchanged against 
all the articles in the fnarket that the respective values of i,hese 
articles, in tei*ms of silver, become known, and that it, hence, 
becomes possible to make up the price-current with 100 speci- 
fications, e, g,y and not with 4030. Instead of this being an 
independent and co-ordinate f unction of money, therefore, it 
is merely an advantage r«isulting from the use of^^raoney as 
the medium ^’of exchange. It is, at most, an incidental and 
subordinate function. The better statement, still, would be 
that money serves vas 

I. The Medium of Exchange: 

(a) Dis])ensing with the aouble coincidence required in 
barter. 

(b) Furiiishing a value-denominator, 

184.-11. The Standard of Deferred Payments, usually 
Called the Standard of Value.— We have seen that it is of 
the essence of a sale for money, that the producer, or whoever 
at the tiirie stands in the ])lace of the j)roducer, parts with his 
product, receiving therefor something wliicli he does not 
expect personally to consume. Ilis reason for receiving this 
article in exchange for his product is that with it he expects 
to obtain, in time and phn^e and amount most suitable to liis 
convenience, th.at which he sliall desire to consume. In other 
words, he, by the act of exchange, defers his own consump- 
tidn of the equivalent of his product, taking a piece or pieces 
%f money, as a sort of certificate or pledge that he shall receive 
such an equivalent whenever he gets ready to enjoy it. It 
was in this view of money that Adam Smith said : “ A guinea 
may be considered as a bill for a certain quantity of necessa- 
ries or conveniences upon all the tradesmen of the neighbor- 
hood.” ♦ 

ities for other commodities witliont tiie use of any medium. But we 
can not do without money aa a common standard or measure of value.’' 
Were we to do without money ii^the former capacity, we should per- 
force have to do without it in the latter, inasmuch as it is only by being 
actually used as a medium of exchange, that the power of money to pur- 
chase each commodity by turns became known. 

* Prof. Senior calls money Abstract Wealth.” 
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It will appeal that, (looking toward the satisfaction of the 
producer’s wants, a^ale for money is only* half a transaction. 
He sells his product for money, and must, in turn, sell, fo to 
fipeak, his money for the jy-oduct of others, such as he may 
desire personally to*oonsume. To do this, however, tliougli a 
t^wo-foJd transaction, rcnji^uires far less of time and labor, and 
involves far^^s liability to ultimate flisappointnie^it, than the 
attempt to secure the “double coincidence of wants and of 
possessions,” spoken of fn par. IGl. 

1 186. Mo|j.ey a Pledge of Future Enjoyment. — But while, 
in the very act of a sale for money, the ju’oducer defers his 
acquisition of the products of others, tlie (Question, vvheji tijat 
acquisition shall be realized, remains for himself alone to^answer. 
lie has the money, and whenever he chooses to step into a 
shop and lay it down upon the counter, he may take his equiv- 
alent then and tliCre, whether in meat or flour or groceries or 
clothes or tools for his trade. 

186. Sales on Credit. — We are now t^ contemplate trans- 
actiorfb of a different character, which give rise to 'a new 
function of money, viz., exchanges wliere the equivalent is 
not, at the time, received by the 'seller of goods ; but where 
future payment is promised. These transactions are known 
as Sales on Credit, because the willingiiess of the producer to 
part with his goods, without at the time receiving an equiv- ’ 
alent, depends upon the credit of the purchaser, or the degree 
of confidence attaching to his word or his bond. In such case, 
tie purchaser’s character for honesty, his responsibility, as 
measured by the amount of liis possessions, and the efficiency 
of the law in (enforcing pay miuits,* all must be taken into 
account. 

187. The vast extension of credit-sales under the modem 
organization of trade, makes a new and very important require- 
ment upon that article which is to be used as money, viz.^ that, 
in addition to being con veniently portable, not liable to deterio- 
ration or accid^ental injury, easily subdivided, etc., it shall be 
reasonably stable in value. Where a man takes’ money in his 
hand as the equivalent of the product sold, which we call a sale 
^r cash, he has no anxiety on this account. He may exchange 
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his money for gcDds the same day. If not, ct is because he 
does not choose to do so. The matter rests with him. But;if a 

* V 

man is to forbear payment for a considerable time, it becomes 
of great importance that he should know what that which he 
is to receive at a distant date will be wolth to him when he 
gets it." On the day of the sale, the money which is stipulate.d 
is worth ^he goods ; ?>therwise, the sale wQu\d ^not have 
taken })lace. On the day of payment, the money may be con- 
ceivably worth twice the goods, or only half the goods. The 
risk of some untlc^served loss, the chances of son^e unearned 
gain, are inherent in the nature of sales on credit. Whether 
that risk of loss or chance of gain shall be great or small, will 
depend,, on the degree of stability which attaches to the value 
of the article used in that community, during that i)eriod, as 
money. 

It is evident that articles which miglit? be equally well 
fitted for use as money in sales for cash, that is, which might 
be otherwise equally well fitted to servo as the medium of 
exchafige, may be very differently qualified to serve as what 
we call the Standard of Deferred Payments. 

188. The Grains and the MetaJ-s.— Thus, Jf we compare 
the grains and the metals, w^e note that the former are quickly 
consuracsd, the greater part in the first year, all within the sec- 
‘ ond year ; while the latter last, even in active use, many 
years. The average “life” of iron may perhaps be stated at 
fifteen to twenty years ; the life of coj)per is much longer, 
and that of gold and silver covers several human generations. 

From these facts it results that, if the production of any 
grain, e. corn or wheat, falls off considerably, in any year, 
through excess or deficiency of moisti^c or heat, the value of 
that grain will rise rapidly, it may be to an inordinate height. 
The production of gold or silver, and, in a lower degree, of 
coi)per or iron, might be sensibly* diminished for years with- 
out 'greatly affecting tli|i quantity and, by consequence, the 
value of the existing stock. 

Now, if twheat were to be used as money, it would not 
infrequently happen that, in the irregular alternation of good 
and bad harvests, a producer selling his goods on one or two 
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years’ credit, woiild, when the payment came to be made, 
receive ©ne-half as mi\ch more, ox even twice as much in value, 
as he would have received had the payment been made at the 
time of the sale ; or he mi^ht receive only two-thirds or 
even only one-half what his goods were then worth. Nor 
rould the injuries which the producer might suffer by receiv- 
ing less than Ih^e value of the goods hc^partcd with, J)c trusted 
' to be compensated by the unearned gains he might make at 
other times. So irregulaf and unaccountable is the occurrence 
of bad seasojis, that one man might have ncafly all bad luck 
and another nearly all good luck. The former might be ruined, 
bankrupted, and driven out of his shop or farm, before the tide 
turned in his favor. As many as seven successive bad seasons 
have been known in England. On the other hand, the metals 
arc not subject to fre(|ucnt value variations of great extent, 
though liable to incessant oscillations of moderate range. 
Gold and silver, especially, on acc.ount of their high d(‘gree of 
durability, are almost exem})t from the influence of tlic pro- 
duct iorf of a single year. • 

189, Fluctuations in the Value of the Precious Metals.— 
But while the j)recious metals arc thus almost a perfect “ stan- 
dard of deferred paymentsf’ from one year to anotlijr, they 
are yet subject to great periodic variations from gcmeri^tion to 
generation and from century to century. The produ(‘tion of 
the precious metals is of the most spasmodic charactiT. At 
limes, a flood of gold, or of silver, or of both, has poured from 
ue^ly-opened mine's, as after the discovery of the mines of 
Potosi in 1545, and of the mines of California almost coinci- 
deiitly with those of Australia, jn 1849-51 ; at times, on the 
^ other hand, mining industry has almost wholly ceased, either 
from the exhaustion of known deposits, or as the result of 
war or civil disturbance. Such a cessation of mining industry 
followed the invasion of the Roman Empire by the Teutonic 
tribes. The series of revolutions and insurrectiops in the 
Spanish American States, beginning ^n 1809, destroyed the 
mining machinery, scattered the raining populations, and 
closed the mines of regions which had previously been among 
the most prolific sources of the world’s supply of metallic 
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money. In agriculture, however, while incessant fluctuations 
in the supply of* the grain;?, even thgse most largely and 
widely planted, result from the mutability of the climate, the 
changes from generation to generation, and from century ]/0 
century, are not so far reaching. * 

Tlie vast breadtli of arable land of reasonably uniform qual- 
ity ; the ^simplicity of^ the processes of agriei^lture, and the 
wide diffusion of the art of tillage ; the comparative immunity 
of the soil amid ravages whicli greatly impair, perhaps perma- 
nently cri pple, Snail ufacturing, and in an even greater degree, 
mining industry ; the limited applicaldlity of the princijile of 
the division of labor to agriculture and the relative inefficiency 
of machinery in its operations : these causes combine to ren- 
der bread-corn, in truth, wliat Francis Horner pronounced it 
to be, “ the real and paramount standard of all values.” 

180. Corn Rents. — The superior stability of value of the 
cereals, through long periods of time, has led to the sugges- 
tion that, in the cafe of contracts extending over considerable 
terms of years, grain should be adopted as the standard for 
determining the obligations of tlie debtor, the rights of the 
creditor. To a limited extent this lias been done ; but the 
tendency to express the consideradon of all sales in terms of 
that which is the current money of daily usti in the commu- 
nity is so strong that few persons, oven of those who are act- 
ing as trustees, take the trouble thus to guard the interests 
they represent. The manifest convenience of having that for 
the standarei of deferred payments which is also the mediji]m 
of current exchanges, the indolence and want of initiative in 
the mass of mankind, perhapji, also, a superstitious regard for 
the precious metals, combine to withstand the reasons which ^ 
urge the expression of rents, interest and annuities in terms 
of some leading grain, in the case of long leases, permanent 
loans and fixed charges upon land. 

191. Ifultiple or Tabular Standard. — It has even been 
proposed to go further, fn the effort to avoid those undeserved 
losses whjch result to debtors or to creditors, from changes 
which take place in the value of even the precious metals 
through long periods of time. The scheme for a multifile 
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standard or tabukr standard, to forai which, a groat number 
of article shoijld be joined togc^fher, in brcfer that their indi- 
vidual value-variations may offset each other, was, early in 
the century, suggested by waiters in England and Germany, 
and has more recently been advocated by Prof. Jevons of the 
fojancr, and by Prof. R,oscher[of the latter country. This 
proposed scht^e will be briefly discus^d in Part VI. 


CHAPTER IV. 

MONEY AND ITS VALUE — CONTINUED — DEBASED COIN : SEIG- 
NIORAGE. 

192 . Debased* Coin. — We now approach a question which 
should be decided entirely upon the principles regulating the 
value of money already laid down, yet wlpch is the subject of 
so mucfli misconception, which has been so covered-ovej: with 
false reasoning and which is so sure to arouse prejudice and pas- 
sion, that it is needful for the tcaclAT to accompany the student 
over the ground, and, if possible, save him from the pitfalls 
and quagmires into which trained logicians and lyacticed 
writers have fallen. Prof. Jevons has remarked that a kind * 
of intellectual vertigo attacks all who treat this fatal theme of 
money ; and we have now reached the point where mo- 1 peo- 
pt lose their heads. The beginner ought not fo be left to 
find his way here alone, even if he has already been provided 
with the chart apd compass to guide his steps. 

193 . Seigniorage. — The most safe and convenient entrance 
to this land of gins, and snares, and griefs, is through seignior- 
age. That term has long been applied to the amount of metal 
abstracted by government, lOr the lord, the seignior, before 
coinage. Seigniorage may be of two kinds, or jathcr.two 
degrees. 

1. When the cost, either actual or approximate,^of coinage 
is taken out, and thus the state or the lord is reimbursed foi 
yie expense. 
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2, Wl.en raorg inetal than is nocessarj to the expense 

of coinage is abstfacted ; and^tJius the sfate or the lord makes 
a profit by tlie coinage.^ 

104. Cost of Coinage.“”Lot us consider the first. Shall the 
value of the coin be computed ac(?ording to the market value 
of the contained metal, viewed as so much bullion, or shall 
the cost of the mintage be added to the valuc^ ^>f the metal ? ‘ 
Por instaAce, if the (‘xpciise of making the coin called a dol- 
lar be one (H*nt, sliall the coin contain a hundred cents’ 
worth of gold %r silver, or shall it contain only ^ninety-nine 
cents’ worth, and the cost of the coinage be added to make up 
the dollar ? 

On this point the o})inions of economists and the practice 
of governments differ. Although the question involved is 
not wholly economic in its nature, but is in part matter of 
political and fiscal expediency, we will here* briefly state the 
arguments on the one side and the other. 

On the one hand, it is said that gold and silver, being 
wante{l in the form of coins, are, for that reason, worth more 
in coin than in bullion. Serving an additional use as coined 
money, they are the subjects of a demand over and above 
what exists for uncoined bullion, a •larger demand justifying 
a higher price. 

^ It is urged that there is no more reason why gold in coin 
should not be valued higher than gold in bars, than there is 
why gold in bars should not be valued higher than gold 
imbedded in quartz. Note the treatment of the other metal|>, 
it is said ; Iron is sold in the form of platesj rivets, rods, and 
chains, at more than the prige of iron in the pig. In the 
same way, | if gold in coin costs more, and is more useful than 
in ingots, those who want it in the form of coin, and not the 
whole community, should pay for the coinage. 

Moreover, it is urged, if such a charge be not made, a vast 
amount of metal will alternately be coined and melted down, 
recoined, and again meltetl. A seigniorage chiy*ge will put a 
premium u^on the exportation or melting of coin so that bul- 
lion will be taken instead. 

196, Qratiiitous Coinage, — It was in this view that Dudj 
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ley North ‘called gratuitous coinage * a perpetual motion 
found put, whereby to melt and coin, witlioht ceasing, and so 
feed goldsmfths and* coiners at*the public charge.” 

In the f^e of these considerations, however, some of the 
greatest commerci^ nations, England foremost among them, 
have maintained gratuitous coinage. Nor is this ’course 
wholly witljput economi« justificalioj. 

It is sjftd ttfat, while the expense of equi})ping, oficering, and 
operating a mint is large, the difference in expense caused by 
minting more or fewer coins, is very smay. For this, it is 
argued, th*e country establishing gratuitous coinage is com- 
pensated by the instantaneousness with which the export of 
gold follows the slightest accumulation in excess of the w’-auts 
of trade. 

190. Seigniorage in Excess of Cost of Coinage — So much 
for seigniorage jvhich only covers the cost of coinage.f We 


* The distinction between gratuitous coinage and free or *aage, is not 
sufflcipntly observed. Where no seigniorage*charge is made, but the 
coin contains the full amount of bullion which corresponds t(f its mint 
value, t. e,, when the dollar contains one h^indred cents’ worth of metal, 
that is gratuitous coinage. Free coinage exists, where any owner of bul- 
lion has the right to have it Coined on the same terms as the government, 
or as any other citizen, whether with or without a seigniorage charge. 
Thus free coinage exists in England in regard to gold. Any Subject can 
bring gold, in any amount, to tlifc mint and have it made into gold coin*; 
but free coinage does not exist with respect to silver, that metal being 
coined only in such amounts as the Government, through j Bank, 
^eems necessary for supplying the ixjople of the Kingdom with 
change.” 

In the United States free coinage exists also in regard to gold ; but the 
coinage of silver Is restricted. By the law of 1878, the Secretary of the 
Treasury must coin two millions of silver dollars a month, and may coin 
four millions, but no more. The coinage of half and quarter dollars, and 
of smaller pieces of silver, is governed by the same principle as in En- 
gland. During the continuance, of the bi-metallic system (Part VI) in the 
states of the “ Latin Union” (France, Italy, Belgium, and Switzerland), 
free coinage existed in regard to both mttals. The coint/^e of silver is 
now restricted*in those countries. 

t M. Chevalier has proposed to apply the term Brassctge to the charge 
for the actual cost of coinage. 
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have now to speak of mint charges which exceed that cost, 
and become a sourdfe of revenue to the state. In tjie old days 
of high prerogative, kings frequently made their Wle right of 
coinage a means of profit. In England, during tie reign of 
Edward IV., the seigniorage on gold was above 13 per cent. ; 
during*the reign of Henry YIL, it once rose to 16 per cent. 
These, however, were ex/^eptional instances in Eiagland. In 
France, in Italy, and in most of the countries of coVitincntal 
Europe, before the great revival of modem commerce, debase- 
ment of the coiiuwas a favorite resort of weak or profligate 
monarchs. Both in quantity and quality, in weight and in 
fineness, the circulating money was pinched and robbed, until 
the actual amount of pure metal bore sometimes a ludicrously 
small ratJio t5D the original fine contents of the coin. The En- 
glish “ pound ” was once a pound-weight of silver. The pound 
of standard silver is now coined into 66, instead of 20 shil- 
lings. llie pound scots,” of which we read, had but of 
its original weight. The florin and the Spanish maravedi 
were once pieces of* gold. The former is now a pie«e of 
silver ; the latter a piece of copper. 

) 187. What is the Ef^ct pf Seigniorage on the Furchas- 

■ ing Power of Coin P— On this subjeo^ I follow Mr. Ricardo 
without deviation, believing that he was the economist who 
most fillip and justly apprehended the relations of money to 
jlrice ; and that departure from the principles laid down by 
that great thinker leads to confusion, misconception and need- 
less controversy. 

Let us suppose that a certain country requires for the pur- 
poses of domestic trade 1,000,000 pieces, each containing 100 
grains of fine gold. This woufd involve the ilse of 100,000,- 
000 grains of gold as money ; and a certain average level of 
prices would result from the relation between this amount (iti^ 
rate of circulation being assumed constant, for the purposes 
of the following illustration), and the demand for moiley 
arising from' the exchangei) actually requiring to be effected 
by the use of money, * 

Now, suppV)se the principle of seigniorage to be introduced, 
the sovereign, out of every hundred grains brought to the 
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mint, taking on« to repay the actual cost coinage, putting 
into circulation l,0p0,000 pieces of 99 gAins each, and plac- 
ing 1,000,0^0 grains in his storehouse as treasure, or causing 
,.it to be manufactured into plate or ornament. There are now 
only 99,000,000 grains of gold, in circulation, but the same 
number of pieces, each of the same “mint-value,” i, e., 100 
grains. 

Will each piece now purchase as much of oth?r commodi- 
ties as before, or less ? • 

I answej-, as much. There is the same demand for pieces 
for the pur|)ORe8 of exchange ; there is the same supply ; the 
same prices must result. ^ 

But suppose the sovereign proceeds further, and takes, not 
one grain, but ten, from every hundred, issuing 1,000,000 
pieces of only 90 grains each. Will the purchasing power of 
each piece be afEected ? Not in the least. There is the same 
demand for pieces, the same supply. People still want pieces 
of money ; can only get them by giving commodities for 
thcnf ; have as many commodities and no fewer to give ; and 
there are just as many pieces and no more to be obtained in 
this way. 

198. Excessive Issudls.— BuP let us take a step in a differ- 
ent direction. Let us suppose that the sovereign, mstead of 
placing in his treasury the 10,000,000 grains which he took 
under his right of seigniorage, coins this gold also into pieces 
of 90 grains each, and pays them out for personal or public 

^expenses. What will be the result? Depreciation will at 
once begin. The 90,000,000 grains, when coined into the j-ame 
number of pieces of the samc^ official (mint) denomination as 
the 100,000,000 had been, retained the same purchasing 
power; but when the 100,000,000 are coined into a larger 
cumber of pieces, the purchasing power of each piece at once 
faljs. 

199. Bicardo’s Statement.— “ While the state alone poins,” 
says Mr. Ricardo, “there can be1:io limit to this charge of 
seigniorage ; for, by limiting the quantity o£ coin, it can be 
raised to any conceivable value.” 

“On the same principle,” he remarks, “ viz., by a limitation 
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of quantity, a debased coin would circulate ^ the value it 
should bear if it weife of legal weight and fineness, and not at 
the value of the quantity of metal it actually cont'ai'aed,” 

“ In the history of the British coinage,” he contiliues, “ we 
find, accordingly, that the currency was never depreciated in 
the same pro])ortioii that it was debased, the reason for which 
was that it was never increased in quantity, in pra^portion to 
its dimiuisheYl intrinsic value.” '* 

Mr. llicardo did not Hindi from the .assumption of a seig- 
niorage of 50 per went. “There can,” he asserted, “exist no ' 
depreciation of money, but from excess. However debased a 
coinage may become, it will pieserve its mint value ; that is 
to say, it will pass in circulation for the intrinsic value of the 
bullion which it ought to contain, provided it be not in too 
great abundance.” 

This doctrine, which has proved “a hard saying” to many 
economists, a stumbling-block and a rock of offense to many 
readers, is, it will be observed, merely the rigorous, courageous 
application of the principle that the value of money is determ- 
ined solely by the relation between demand and supply. I 
believe it to be the true dbetrine of monetary circulation. 

It is not to be thought that Mr. Ricardo advocated a seig- 
niorage ill excess of the cost of coinage. “ The limits beyond 
which a seigniorage can not be advantageously extended,” he 
says, “are the actual expenses incurred in manufacturing the 
coin.” 'JT^ie objections to a debased coinage are two : First, 
inasmuch as the mint value of such coins is above the value ^ 
of the bullion they contain, the excess of such coins in circu- 
lation may proceed to a high degree, producing mischievous 
effects upon trade and industry, before exportation begins, 
since, for use in foreign lands, the coins have value only accord- 
ing to the amount of pure metal in them. Secondly, the prac- . 
tice of reducing the amount of bullion in the coins is deemed 
to be a dangerous one, because there is no point at which vre 
can be sure itVill stop. E^ry fiscal exigency of the govern- 
ment will suggest fresh attacks upon the integrity of the 
coin. 

These objections, the first of which alone is based upon eco- 
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nonlic principles, are precisely those which we shall see (parSc 
441“445)(|ffered to the issue of inconvertfble paper money. 

200. *I»o Omitted Proviso to Bicardo’s Staten^ent.— 
There is Jne proviso which should be attached to any state- 
ment of Mr. Ricardo’s theorem regarding the value of debased 
coin. That Mr. Ricardo failed himself thus to qualify his 
])ropositioft “that, hov^cver debased a coinage may become, it 
will preserve its mint value, ’’has caused much misSipprehension 
of his views. The required proviso has already betui intima- 
ted (par. IV 2 ), when we were speaking of Causes which may 
diminish the demand for money. 

If debasement of the coin be carried so far and (tarried on 
so long that a popular reluctance to receive tJie money pieces 
be generated, sufHcient to caus(‘ men to modify or ^imit tlnur 
})roduction in order to avoid exchanges, or to cause them to 
encounter tlie piconveiiieiKa^s of barter rather than handle the 
distrusted coin, then dejn'ociation may r(‘Rult. That is, the 
su])ply of money will become excessive* througn the blow 
inflicted upon the demand for money. But this can happen 
on no other condition ; and a jmpular reluctance to receive 
coins is not a necessary consequence of d(‘basement. Why do 
men take money at all :*• We said, in first describing the money 
function, that it is not because they have, at the time, any 
personal use for the gold or silver or iron or leather, or paper, 
or wood, of which it may he composed ; but it is taken as a 
means of obtaining, in due time and place, that which they do 
desire to consume. Men take money because they believe 
others will, in turn, take it from them. If a man be only 
assured of this, he has no reason to care, in fact ho does not 
care, what tire money is made of, what the coin contains. 

201. Depreciation not a Necessary Result of Debasement. 
— rljet US suppose the coin of a country, without being increased 
in amount, to be debased three.. per cent.,! and the fact to 
become known. The habit of accepting the coin is strong ; 
the acquired momentum of the ’circulating mass is great; 

] men must ^1) either take the coins in exchange for their prod- 
ucts, or ( 2 ) they must cease to produce ; or *(3) they must 
change their industry and produce that which does not need 
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to be exchanged, that which they will themselves con- 
sume ; or (4) they m^st resort to^ barter./ l^ow, any (fne of the 
latter courses involves an initial loss, greater, doubtless, much 
greater, than any possible loss in receiving coin debased three 
per cent. For this reason men continue to receive the coin, 
or, more properly, they continue to receive it without reason- 
ing at all about the matterf having been accustonjie'd to take 
it freely. If ^aiiy man, more thoughtful t^ian his fellows, hes- 
itates to accept the money pieces, iiis doubts vanish on behold- 
ing all around him<receiving it without demur. That is all 
he needs. If others will take the coins from him, his own 
occasions will, in turn, be answered. He does not want to eat 
the coins, or to make them into jewelry, but to use them in 
buying thfc necessaries of life. If they will do that, they are 
good enough for him. And so a full and free acceptance of 
a debased coinage might be established, in spite of a momen- 
tary feeling of reluctance, or even without such a feeling arising 
at all. Just this condition of things has existed, in many a 
country, many a time. • 

Suppose that, after the community has become accustomed 
to a seigniorage of three per cent., some exigency of govern- 
ment, or the greed of the prince, should* lead to a further equal 
debasement of the coin, making a total of six per cent. In 
that event, either the habit of accepting the coin of the realm 
would maintain the circulation of the debased money, or, if 
that circulation were to be challenged by popular objection, 
then the question would be presented to every man, as before, 
whether he would take this debased coin, or cease producing, 
in whole or in part, or change liisjndustry so as^ to produce 
articles which would not require to be exchanged, or, lastly, re- 
sort to barter. It might easily happen that to do any one of the 
things last spoken of would cost any producer more than the 
possible loss by accepting coin debased three percent, further; 
and, so,, a full and free circulation of the debased coin might 
be maintained. ' ^ 

202 . And it is -to be borne in mind that this coin circulates 
at its mint-value, not at a discount of six per cent., or of any 
other rate. There is no reason why the coin should be sub* 



DEPRECIATION, 


jected to a diicount. AHSuming, as we have done, that the 
habks otfthe peopje in regard to produltion and trade have 
not beenl as yet, changed by* the debasement of the coinage, 
there are^just as many goods to be exchanged as before. Just 
as many money-pieces are, therefore, needed, while no more 
money-pieces are to be had, since we have all along made the 
conditioiAhat the melfal abstracted by the goveriiineiit should 
not be*put into new coins. * ^ 

^ 203. Depreciation Results from Excessive Issues — But 
mow let us su])pose that, when tlie debasement has proceeded 
to the extent of ten per cent., government takes the gold and 
silver it has abstracted, and issues it in tlio form of new coin 
debased like the otluu-. Immediately depi'oeiation will set in. 
The value of money, like the value of any thing elst^, is deterai- 
ined by the relation between demand and supply. The goods 
to be exchanged for money pieces remaining the same in 
amount, and the number of pieces having been increased, the 
purchasing power of each piece falls. 

So far the effect is the same as in the case of an excess of 
full-metal coin ; but, as de})reciation proceeds, the essential 
difference between the two kinds of money appears. With an 
excess of full-metal <?oin, exportation begins at once. The 
country becomes a good market to sell in, a bad market to buy * 
in, both for the same reason, viz., prices arc higher there ; 
and the course of exchange will speedily bring in tlie remedy. 
With debased coin, however, no outlet is afforded until the 
depreciation reaches the point when the 90 grains of fine 
metal in the coin will bring more abroad, melted down, than 
the coin (though of the mint-value of 100 grains) will bring at 
home. Within this limit, depreciation may proceed -without 
remedy.) 

204. Inl^ation. — A jiermanent excess of the circulating 
money of a country, ov^r that country’s distributive share of 
the money of the commercial world, is called inflation. Its 
influence^ on industry and trade, and on the distribution of 
wealth, will be discussed hereafter. 
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CHAPTER V. 

, r 

INCONVERTIBLE TAPER MONEY. 

206 . In monetary science, the trip? entrance to paper money 
is through seigniorage. If we have rightly apprehended the 
relations of seigniorage to the circulation of coin, and to 
prices, we need have no difficulty in dealing witji'^any ques- 
tion arising u^ider the present title. 

j “ The whole charge for 2 )aper money 'may be considered as 
seigniorage.’’ This remark of ^Ir. Ricar<lo is true qnd very 
significant. We have seen that the State may withhold 
from the coin one per cent, of the pure metal, to cover the 
cost of coinage ; that it may withold ten per cent., as a means 
of 8e(iuring revenue for the treasury ; that the State may go 
further and, by successive invasions of the coin, take out two- 
thirds of the money metal, as in the case of the English pound 
sterling, or all but three jjer cent., as in the case of the pound 
Scots ; that it may eveq go further still and substitute copper 
for gold, a;5 in the case of the Spanish maravedi. 

Now let the last step be taken in the same direction, and, 
instead of piec^es of metal, let the public treasury issue pieces 
of paper bearing the names of the superseded coins, and we 
shall have a body of money governed by precisely the same 
principles, alike as to circulation and as to the resulting prices 
of commodities, as a debased coinage. I^aper money is money 
upon which the seigniorage charge is one hundred per cent. 

206, Historical Instances of Inconvertible Paper Money. 
— The invention of }>aper money, like many another great 
discovery, is traced to the orient. , When Marco l^lo visited 
China in the twelfth century, he found in circulation a money 
consisting of pieces cut from the inner bark of the mulberry 
tree. These were issued “ with as much solemnity and 
authority as if they were of pure gold^nd silver.” A century 
later, one of the rulers of Persia introduced j^aper money in 
direct imitation of the Chinese, the imitation extending even 
to devices and names ; but the experiment here was less fortu- 
nate than the C^hinese ex})eriment, since, after two or three 
days of enforced circulation, the markets v^ere closed, the 
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people ros(j, th<| officials were massacred, and the money dis- 
appeared* A A century later, we hear di paper money in 
Japan. 

It took the duller-witted races of Europe some centuries 
more to comprehend the mysteries of paper money ; and 
meanwhile princes had to content themselves, when hard-up, 
with operaAng upon the coin, sweiiring their (u)iners not to 
divulge l^he secrets of the mint, and juggling thei? ])eople just 
as far as the omnipresent scales and acids of the banker would 
permit. But when paper money became <Diu^o fairly intro- 
duced into Europe, it was, like some of those other inventions 
and discoveries referred to, rapidly improved in its details 
and extended in its ap])iications. 

An emimuit WTit(‘r on finance, M. Wolowski, clainTs for his 
native country of Poland the })roud distinction, as he regards 
it, of having bveii the only nation in Europe which has given 
no example of the issue of paper money ; but it is to be 
remembered that Poland lost her indei)eudencc a long while 
ago.* Had she survived to the present time, it is not^unfair to 
believe she would have her pa})er momy history ecpially with 
the gigantic neighbors wdio crushed*out her national life. 

Of tlie present State's* of Europe, all which border on the 
Mediterranean, excepting France and Italy, have inconvertible 
pa])er money, issued by government. Russia, though both^ a 
northern and a southern State, casts in its lot wdth the Med- 
iterranean nations in this resiiect. The northerly tier of 
, countries, Gn'at Britain, France, Ik'lgium, Holland, Germany, 
and Scandinavia, have paper money, indeed, but of that class 
wdiich we shall describe, under a subsequeilt title, as Bank 
Money. 

207. Characteristics of Inconvertible Paper Money.— 

The kind of money of which we are writing may either be 
issued originally by the j^tate, as in the case of the present 
paj)er money of most of the southern States of Europe plready 
mentioned ^ as in the case of the '^assignats” and “mandats” 
of the French revolutionary epoch ; as in the the case of the 
“ Continental currency ” of the American revolution, and of 
the “ Greenbacks ” and “ Confederate notes ” of the war of 
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secession ; or, secondly, it may result from tli^ de.<yeneration 
of bank money, originally issued with the charact er of con- 
vertibility, but, by some exigency of government c r stress of 
commercial misfortune, losing that character, and p/otected in 
its inconvertibility by law, as in the case of the English Bank 
money of the ‘^Restriction” (1797 — 1821), as in the case of 
the notes of the Bank of France during the revolution of 1848, 
and, again, Suring and after the war of 1870-71, and as in 
numerous other cases of minor importance. 

Generally speaking, l\)rced circulation is an attribute of this 
§prt of money, though that character may be disguistnl, espe- 
cially in the case of degenerated bank money, by one artifice or 
another. For instance, the money may not bo made legal 
tender, but all remedy at law may be taken away from cred- 
itors who refuse to rectdve it. 

Paper may be declared to be redeemable in c(»in ; that prom- 
ise may even be borne u])on the face of tlie paper ; but if pro- 
vision be not made so that, in fact, every hohhu’ of a note can 
obtain coined money therefor at will, the paper is inconvertible. 
If any conditions to rcdem])tioii are interposed, it is none the less 
inconvertible than if redemption were not even promised. 

The pledge of public lands or stocks for ultimate payment, 
makes no difference, in this respect. No paper money is con- 
vertible, the full, immediate and unconditional redemption of 
which is not, at all times, wdthiii the choice of the holder. 

208. Is this Properly Called Money? — American econo- 
mists have generally agreed to deny the title, money, to such 
issues. Indeed it is as much as one’s reputation for economic 
orthodoxy is worth, to concede that inconvertible paper may 
become money. 

If we seek a reason for this attitude of the economists, we 
find that it is because they deprecate the use of such a “ cir- 
culating medium,” deeming it mischievous, pernicious, destruc- 
tive of industrial and social well-being. But, as I have ven- 
tured elsewhere to remark, iu would be as reasonable to deny 
that whisky is drink, because we deprecate its use as drink, as 
to deny that inconvertible notes are money because we depre- 
cate their use as money. 



AI^ GREENBACKS MONEY? ISS 

The economi{|t8 have dealt with the subject as if the ques- 
tion were rfecessarily this, money or not nlt)ney ? money being 
assumed t<| ?)e, not only a good thing in general, but always 
beneficial, all relations and under all circumstances. And, 
inasmuch as they think they have shown (in whicli I fully 
agree with them), that the use of inconvertible paper produces 
very injuriotis effects, thty deny tha-^it is entitled to be called 
money. ^ 

According to the views presented in this treatise, the sole 
test of money is the performance of the moil^y function. As 
has been said, that which does the money-work is the money- 
thiiig. If it does this work well, it is good money ; if it does 
this work ill, it is bad money. ) 

209. May Paper Money Serve as the Common Me&ium of 
Exchange? — About this there can, I conceive, be no doubt 

whatever. Take the United States “Greenbacks” of 1RG2 to 

« 

1879. Did producers accept them readily in full ])aynient for 
goods? Yes, with the utmost readiness. Did me., resort to 
bartet to avoid the use of this medium of exchange? No. 
Did men refuse to produce, or contract their production, or 
modify it, lest they sliould havedo deceive those circulating 
notes in payment ? Again, no. 

There never had been a j)eriod in our history when the 
division of labor was carried further ; when the difTerentia^ 
tion of industry and the diversification of j)roduction went on 
more rapidly. This is the sure test of the performance of the 
money function. The differentiation' of industry and the 
Siversifi cation of production involve increasingly the use of 
money. Whenever production is being enlai-ged and diver- 
sified, there, without any question, something is acting suc- 
cessfully as tlie medium of exchange. 

Observe that it is not now a question of prices, of how many 
dollars in greenbacks were required in 1864 or 1874 to buy 
wh^ ten dollars in gold would have j)urchased in 18Q0, or 
would purchase at the present time.* That, as we^have seen, 
is a matter of the volume and rapidity of circulation. The 
question now, is simply as to the freedom and fullness of cir- 
culation 
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It is not assertQ^that such paper is always^and Everywhere 
money. It becomes money w)ien it begins to dc) Ihe inoney- 
worh ; it remains money as long as it continue sr to do that 
work ; it falls out of the category, of money when' it ceases to 
do that work. After the American Congress had issued the 
“ Continental ” money in such quantity that even the treasury 
ceased to keep a record the issues) and the v^fue had sunk 
to 200:1 of silver, there is no question that, for a short period 
before the notes finally disappeared afid silver came back, the 
notes ceased to be money. Men would not take tl^em ; modi- 
fied their j)roduction, or curtailed it to avoid the necessity of 
taking the discredited pa})er ; resorted increasingly to barter, 
in spite of all its inconveniences. The same fate befell the 
French mandats ” after the revolutionary authorities had 
issued “ assignats ” to an amount po])ularly stated at forty-five 
thousand millions of francs. The Confedera^^e notes ceased to 
be money upon the collapse of the government that issued them. 

210. May Paper Money serve as the Value Denominator P 
— It is rt this point that the economists aj^pear to me 'most 
deeply in error, insisting, as they do, that here is something 
which metal money does, bdt paper money can not do. 

It was^ said, in the last chapter, that money, in performing 
the funo^ion now in question, is commonly spoken of as the 
^‘Measure of Value.” Now, what money does in this con- 
nection is no more than to serve as the common denominator 
of values, as described by Prof. Jevons, in par. 182. It was 
shown in the pages immediately following, that this function 
is not a se}>arate and independent function of money, but a 
purely incidental and subordinate function ; tliat not only is 
any thing which is competent to serve as the general medium 
of exchange, adequate also to serve as the common denomin- 
tor of values ; but that any thing which does, in fact, serve 
as tl^e medium of exchange, inust,*in the very act and part of 
doing so, cfeate t\ve pnoe-outrewt, 
under t\\\s 

* The idcaKJmt v.-Uiujs arc “ measured ” by money, has a great deal of 
tenacity ^ A somewhat more extended discussion of this question will 
be found in my work on Money, Chap. XIV. 
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If corn, ikef, k\^ool, potatoes, coal, and all^ other articles in 
the market lire daily^cxchanged for that oi?e article— money — 
no matter \)f what it consists, or why it became money^ we 
have, as thekdirect result of ^ those transactions, the means of 
comparing the values of corn, beef, wool, and all other 
yticles ; th^t is, we have our price-current. If all those 
articles are exchanged against piecestof paper, we obtain their 
exchangiAg proportions just as really, just as ^accurately, 
readily and intelligibly, "as when they are exchanged against 
pieces of gold, silver or copper. If one article brings three 
pieces of paper, another ten, another eight, we learn the com- 
])arative value of those articles as quickly and easily as if the 
first brought three pieces of silver, the second ten, and the 
third eight. i 

211. May Paper Money Serve as the Standard of 
Deferred Payments ?— We have seen that paper inoney may 
l)(‘come the general medium of exchange*, being taken as freely 
and eagerly as money of silver or gold. ^ We have also seen 
that ^?hatever serves as the general medium of exchaijge does, 
by that very fact, serve, also, as the common denominator of 
values, furnishing the price-curremt /rom which are determ- 
ined the exchanging proportions of all commodities in the 
market. 

That paper money may serve as the standard of deferred 
j)ayments goes without saying. As was stated under a pre- 
vious title, forced emulation is generally an attribute -of thisl 
§ort of money, and where that is the case*, such money; 
becomes, by definition, the standard of deferred payments. * 
l>y it the obligation of the delator, the claim o^the creditor, 
is measured, as of course. Even when* paper money is not 
made legal tender, it is almost, if not quite, as likely to become 
the standard of deferred payments as a inoney of silver or gold. 
The tendency to express th^. consideration of all sales in terms 
CAXYvewt. money of d.‘A,\\y v>o ^rou^ 

iViat iew peTsj)T\s, ev'en oi tliose w\io Ve acting as trustees, ViW 
take the trouble to make leases, rents, annuities^ or interest 
upon loans payable in any thing but the ordinary circulating^ 
jmedium of the time. 
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The notes of the Bank of England were noi» hml tender, in 
the ordinaiy sens^, during the period of the Restrietion ” ; 
yet^ though they ceased to be convertible in 17f)7, the first 
instance, so far as lam aware, of a refusal to /accept such 
notes in payment of debts, was that of Lord King, in 1811 ; 
and this refusal took place, as Lord King claimed, not from 
any selfish motive, but« purely in ‘order that^ ^by strongly 
attracting J^ublic attention to the unfortunate monetiry condi- 
tion of the kingdom, he might promote the resumption of 
specie payments! 

During the circulation of the legal tender greenbacks in 
the United States, every person who wished to make contracts 
for future payments in terms of gold or silver, was at liberty 
to do sd ; yet it is notorious that few took advantage of their 
legal right in this respect. That which had become, no 
matter how, the current money pf daily use V<3came, for that 
reason alone, the almost universal standard of deferred pay- 
ments. ^ 

It is j-nother question whether ])aper money performs tliis 
function with justice to debtor and creditor, or with advan- 
tage to the general community. That question we shall meet 
further on. * 

212. "^SThat Determines the Value of Paper Money?— 
yV'hat determines the value of any kind of money? What 
determines the value of any thing? Demand and supply. 
The dqmand for money is, as we saw (par. 170), the amount 
of money-work to be done, the amount of exchanging requir- 
ing to be effected through the use of money. The supply of 
money is the money-force available to do the money-work. 
It is compounded of the volume of the circulating money and 
the rate of circulation. Supposing the occasion for the use of < 
pioney — the demand — to remain the same, and the rate of the 
circulation of paper to be the same^ as that of metal, the value , 
of a body of paper money would be the same as that bf a| 
body of money consisting ^)f as many pieces of metal as there, 
were pieces of paper, the pieces being of the same “ denomina-l 
tions,” whether stamped with the mint-press or the printing:i\ 
press. 
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We said ‘‘ Supposing the rate of circiil|tion of paper to be 
the same as that of •metal.” L am aware of no reason for 
supposing t^at any difference in the rate of circulation of 
metal mone^, on the one Imnd, and of paper money on the 
other, would exist, if all other conditions were alike, of sulll- 
eient importlnce to be taken into account. The paper would, 
of course|be handled somewhat more*easily, would J)e remitted 
by mail or parcel -delivery somewhat more readily and safely, 
and thus a thousand cfollars, so-called, in paper would do 
somewhat tnore money- work than a thousand dollars in metal. 
The difference in that respect would, however, not be 
important. 

We may accordingly drop this proviso. We alfjp said : 
“ Supposing the occasion for the use of money — the demand 
— to remain the same.” Will the demand for money be 
affected by the substitution of paper for metal ? The popular 
opinion undoubtedly is that the mere fact of llie emission of 
inconvertible pai)er produces discredit,g 80 that such money, 
irrespective of any excess, at once becomes distruited and 
avoided. , 

213. Depreciation not a necessary consequence of Incon- 
vertibility.-— The opinion above stated is unfounded. We 
saw (par. 201) that depreciation is not a necessary •result of 
debasement of the coin. Not only will the same line erf 
reasoning (‘stablish the proposition that depreciation is not a 
necessary result of the issue of inconvertible pa})er ; but his- 
v/orical instances not a few exist of such })a])er money main- 
taining itself for a time in circulation without discredit and 
without depreciation. It is mtdoubtedly true, as Prof. Bona- 
my Price asserts, that “ experience has proved that it need 
not of necessity suffer any depreciation of value.”* 

■> — : i, 

* Pn a point so vital it may lie well to add authority to reason, espe. 
cially as current American literature misrepresents the rjal purport of 
economic opinion on this subject. * 

Mr. Thomas Tooke, the most eminent economic statistician of the 
world, explicitly and repeatedly states that depreciation "is not a neces- 
sary consequence of inconvertibility. 

• Mr. James Wilson, founder of the London Economist, and a stalea 
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214. Inconvertij^e Paper always issued ai Chfap Money. 

— The moving cause in the isspe of inconvertible ^)aj>er*money 
has Jjcen its cheapness, as compared with the m^tal money 
which it has replaced. Whatever, excelJencies mf/y have been, 
reflectively discovered in such money after it had come into 
circulation, I am not aware that the institution o|* such money 
has been due, in an individual instaftce, to anjr other virtual 
reason tliai/that which has been expressed. 

Wc saw that the sovereign first j)iiTched the coin, say, one 
per C(‘nt., undcu* flie name of seigniorage, to meet the cost of 
coinage, and then, finding the opportunity too tem])ting, took 
out it might be five, it might be fifteen per cent., or evei^ 
more, for his own benefit. The issue of paper money, is in ' 
effect, tfie exaction of a seigniorage of one hundred })er cent. 
At times, that exaction has been made in cold blood, at Jlie. 
dictate of avarice ; at times, and indeed, miore often, the 
exaction has a]>])eared to be justified, if not sanctified* J 2 y 
SOUK' great exigency of natioTiallife. ’ 


man and linaiicier of wide experience, declares that if the amount of 
inconvertiblii pajx'r he properly njgulated, “ there is no reason whatever 
wliy such notes should suffer depreciation.'* 

M. Courcvlle-Sc'iK'uil, a French wTiter oh Finance, wliose views are 
entitled to nmch consideration, expresses tlie opinion Unit if Uie emis- 
sjons of pa])er money he moderate, they may have the same value as 
metallic money. 

I have made use of three names of the first rank in the economics of 
finance. Let me; now quote, at greater length, the most illustrious writer 
known to monetary science. ♦ 

“ The whoh; charge for paper money,” says Mr, Ricardo. “ may be 
considered as seigniorage. Though it has no intrinsic value, yet by lim- 
iting its (|uanlity, its value in exchange is as great as an equal denom- 
ination of coin, or of bullion in that coin. It is not necessary that papier 
money sliould be jiayable in specie to secure its value ; it is only n(*ces- 
sary that its qiiiuitity should be regulated according to tlio value of the 
^metal wliicli is d(‘olared to lie the standard.” 

* IIenc(j th(‘ plirase tlie “ Uie blood-stained Greenback.” Lest I should 
be misunderstood, let me say timt it is my firm belief that the issue of 
jn^nvertible paper money jl9-.{ieviiLA.^mid measure of fiiiancji, no mat- 
ter what the str.'ss of the national exigency may lie. I believe it to be as 
surely a mistaken policy as the resort of an athlete to the brandy bottle. 
It means mischief always. If there is ever a time when a nation needs , 
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215. Wi|;lioul any such stress of fiscal necessities as those 
caused* by ^jar, papyr money has been f^quently issued by 
governments as a fiscal resource, to enable public works to be 
.created, to <pieet an unexpected deficiency of revenue, or even, 
as in the case of some of the early American (polonies, to set 
Jbounties oii|manufa(;tures or tlie fisheries. There is always a 
great temptajion, to staC(‘smen and 4o people alike, in times of 
emergei/ey, in the knowledge that it is possible Jo nqilace a 
money of high cost by a mone}" of low cost, of cost, indeed, 
so small tjiat it may be called no cost. 

210. Is it really Cheap Money ?—Thatde])ends on wdiether 
it be good money or not. The money fnnetion is so import- 
ant, so vital, in the industrial system, that tlie£(^ can be no 
true economy in any money but tlie very best^ Tf*the first 
cost of money can l)e saved, in whole or in part, without loss 
of efficiency or fiafety, that course is unmistakably dictated by 
the same law of the human mind which impels the individual 
to go to his object by the shortest ])ath, or to buy ’ i the cheap- 
est fiiarket. To use a money w^hich has to be dug out of the 
depths of the earth, drilled and blasted out of rock, perhaps at 
the depth of two thousand foet ^diere water almost boils 
from internal fires, whc^i a money in every way as good could 
be made from paper-pulp and printed with a sfeam press, 
would be the extreme of wuxstefulness. On the other hand, 
to use any but the best money, that which will perform tlie 
money function in the most perfect manner, would be economy 


its full collected vigor, with a steady pulse, a calm outlook, a firm hand, 
a brain undistifrbed by the f umes^ of this alcohol of commerce — paper 
money — it is when called to do battle for its life with superior force. It 
Is to my mind the highest proof of the supreme intellectual greatness of 
Kapok on. that, during twenty years of continuous war, he ^over was 
driven to tin's desperate and delusive resort. I hold any man to l)e some- 
tlfing less than a statesman, m the full sense of that word, who, under 
any stress of fiscal exigency, supports ^r submits to a measure for the 
issue of paper money not convertible, at the instant, on demand, without 
conditions, into coined money. The political argun>ents by which such 
measures are always supported, on the outbreak of war, seem to me the 
veriest trash, due half to ignorance, and half to cowardice. 
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Y)f tlie same sort anji degree as putting rotten UmW^rs into a 
Ibridge because tbey^ere cheaper than soijnd timbers. * 

217 . Is it, then. Good Money P~I know of nothing in the 
history of inconvertible paper money to indicate ^that such . 
money, wlieri issued of a denominative value not to exceed 
the mint-value of the coin which would have circulated in the^ 
community under the law for the tetritorial distribution of 
money whiefl has been stated (])ars. 176-80), may not*iserYe. aa 
the general medium of exchange, so far as the internal* trade 
of a country is coK'cerned, in every way as satisfactorily as the, 
coin its(‘lf. Indeed, if any preference exists, it will be in favor 
of the paper money, as more convenient to handle, more 
readily transported, more successfully concealed. 

Moreo'Jer, it has, I think, been sufficiently shown that what- 
ever acts as the general medium of exchange, in the very act 
of doing this performs the function of a commpn denominator 
of values, furnishing a price-current in which the values of all 
commodities are expressed in terms of that one article. 

But as regards the function of a standard for deferred pay- 
ments, a wide difference may exist between two articles which 
might, with (‘qual convcTlienoe, be used as the medium of 
exchang(*. It might happen that an afiticle having a decided 
preference ni the latter function would b(‘ found far inferior 
in^the former function ; might even be miserably deficient in 
the requisites of a standard of deferred payments. Let us, 
then, inq.uire further respecting inconvertible paper money, on 
this score. 

218. Inconvertible Paper Money as the Standard of 
Deferred Payments.~In the f.act that this money has no 
natural cost of production, lies the possibility, not merely of 
gross injustice as between individuals and classes of the com- 
munity (which is not an economic consideration), but also of 
grave industrial evils, and even disasters of the most appalling 
character. Mr. Ricardo has rightly said that, by limiting the 
supply, any dfcgree of valu(?'can be given to the money of a 
country, be it of , gold and silver or of paper ; but in the case 

*The relations of inconvertible paper money to foreign trade and 
international exchanges will be spoken of in paragraph 220. 
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of the last Ao iiiMtation of the supply is ])y natural forces. 
Paper toonej has ng cost of production. The expense of 
printing a dollar hill is so small, that, for purposes of ^co- 
pomic reasoning, it may be disregarded altogether, while the 
expense of nrinting a teii-dollar bill or a hundred-dollar bill 
0 ^ a thousanrj dollar bill is no greater. The limitation of sup- 
ply in the case of such iifoney, there^re, must be left to law, 
conventi(A:i, or accident. 

We have seen that ifwould require many years of highly | 
stimulated^ production to affect apj)reciably flie world’s stock ' 
of the precious metals, and, by consequence, the value of those 
jietals. 'j The cereal graips, indeed, being consumed in one or ; 
two years after their ])roductiou, may be increased in (quantity 
more rapidly, say, twenty or thirty ])er cent, in a y(‘ar, as the 
result of exceptionally abundant harvests ; yet even here 
human volition only controls the elements of production to a 
limited extent ; and increase on such a scale could not be car- 
ried forward more than two or three yearji at the furthest, f In ( 
the ca%o of j)aper money, however, the stock may be ir^'Teased, | 
at the will of the issuer, to any extent, within the briefest 
period.^ The quantity may ho trebled, decupled, centupled, 
by the operations of the ]^rin ting-press. 

219. Domestic Effects of Inflation. — The value qf money 
depending, as has been shown, upon the relation of suj)ply ta 
demand, an increase of issues implies a loss of value in each 
given quantity of money. This involves a correspondi'jg loss, 
Jo all creditors, and a corresponding gain to all debtors, J 
That result, being brought about by legislation or by the act 
of the prince, is properly tern\ed confiscation. So far as it 
concerns only tlie existing body of debts, the question of con- 
fiscation is of ' interest only from the point of view of political 
equity. But such a measure also becomes a highly destructive 
force within the field of present and future industry, dealing a 
grievous blow at the instincts of frugality in the individual, 
and at the orjganization of the industrial body for tlie purposes 
of production and exchange. 

Such a blow once dealt might in time be recovered from ; 
^but if new fiscal exigencies of the government, or the political 



164 


political economy! 


pressure of the d^^^tor class draw out other 'issues of incon- 
vertible paper, not only will tjie value of^ the nuyioy cbntinue 
to sink, through excess of supply, but another cause will begin 
to work in the same direction. tThe money deiy.and will re-i 
ceive a shock such as has been described in piu\ 200, which 
may operate slowly and continuously, or may })^oduce a sud- 
den collapse of the circulation, the treasury cr(\wding out the 
paj)cr upon a reluctant and indignant peo 2 )l(', wlio will none of 
it ; who, through experience of grav^ losses in the ])ast, shun 
it as they woulft the plague, contracting their ii^Hlustry, or 
changing its form at whatever sacrifice, or resorting to barter 
in s])ite of all its inconveniences, to .avoid the use of the de- 
tested money. This was the fate, at the last, of the American 
‘‘ C'Ontinental Currency,” and of the “Assignats” and “Man- 
dats” of the French revolution. 

Such arc the jjossibilities attending thcr issue of paper 
money by the government. It may be asked what arc the 
probabilities of thc^case? As we have here ivached the 
limit oi^ strictly economic inquiry, I ])refer to postpoifc our 
answer to this (jnestion to Part VI., where, under the title 
“ Political Money,” the suljject will be briefly treated in its 
political and historical asjiects. 

220. Ipconvertible Paper Money and Foreign Exchanges. 
T-Jhit before we hjave the to])ic of inconvertible ])aper money, 
we have to view another ])hase, its relation to Inter- 
national Exchanges. Thus far, we have spoken of the issue 
of ])aj)cr money by government, only in its effects upon 
domestic trade and ]>roduction. We are now to consider its 
influence u})on the commercial relations of the Jssuing country 
with foreign countries. 

/.By the mere fact of the adoption of this kind of money, a 
country loses all the advantages of an automatic regulation,.Qf 
the money supply through the normal movements of trade. 
Paper nlonJ^y finds no outlet in international commerce. It 
can not be exported and retain its value."; Ilencp its regula- 
tion becomes jKirely mechanical. Having no natural cost of 
production, it will not, if in excess in any country, flow aw^ay 
in obedience to the law wdiich governs the distribution of a, 
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money lia\|ing 'acceptance abroad equally, as at home. If 
issued in exijess, it oaii only bp removed by being pumped 
out by the same force which originally issued it. 

. Even wlJifre the excess ^f such paper money, over what 
would havej’been that country’s distributive share of the 
world’s monfy, be not enough to produce grave disturbances of 
domestic indjistry, the effect on f Jl-eign trade will yet bo 
momentous. The immediate result of any excess^must be to 
establish a premium upon that metallic momy in which alone 
foreign bijances can be ]>aid. 

To one who is not familiar with tlie largest oi)erations of 
commerce this may s(‘(‘j[n a small matter ; y(‘t, if we may 
trust those who are best qualified to deiade such fjiiestioiis, 
the money of a commercial state can not d(!part, by the nar- 
rowest int(‘rval, from the money in whicli intiTuational bal- 
ances are dischavgcMl, without creating obstructions, exciting 
apj)rehensions and even occasioning losses, to whicli modern 
trade, with its higlily developed and ai^utely seiisJti\e organ- 
izati(?ii, will not submit, or will do so only upon tln^payment 
of heavy fines by the offending community. 

During the CTerman war, and for some years after, 
from 1871-1877, the iiotds of the bank of France were ineon- 

t 

vertilile ; yet siudi was the sagacity and prudem^a* of the 
directors of that institution that at no time was tluTe ai»y 
considerable discount on that money, the premium on gold 
being often but a small fraction of one per cent. Yet, flight as 
iwas the disturbance of the domestic circulation, Mr. Dagehot, 
in his standard work, Lombard Street, written during the period 
of suspension, ^attributes to it the most momentous consequences. 

The note of the bank of France,” he says, '' has not, indeed, 
been depreciated (‘iioiigh to disord«*r ordinary transactions. 
But any de])reciation, however small, e\}e.n the Uahility to 
depredation^ loithoiit its reality^ is enough to disorder exchange 
transactions. They are calculated to such an pxtrenaity of 
fineness, that the change of a decimal may be fatal, may turn 
a profit into loss. Accotdiiigly London has bejome the sole 
great settling-house of exchange transactions in Europe, 
instead of being, as formerly, one of two.” 
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221. The Characteristics of Bank Money.— Vo secure the 
luperior convenience of paper money, and, in a dejTeo, also, ite 
cheapness, as contrasted Adth money of metal, 'wjhile ptaining 
the comparative stability of value which characterizes tlic latter, 
and to keep the local circulation in such close communication 
with the generaf circulation of commerce as to ibisure the 
automatic regulation of the momy supply, bank money has 
been invented. 


The essential characteristic of such money is that tlie paper, 
is instantly convertible, on the demand of the holder, into 
coined monej^ Whenever, by the unrebnked and unpunished 
lapse of the banks issuing paper money, as so frequently in the 
early history of the United States, or ])y the action of govern- 
ment upon its own v^tiative and for its own purj)oses, the 
money sq issued fails to be convertible to the full extent* indi- 
cated, it becomes inconvei-tiblc ])aper money. Nothing entitles 
pajier to be called bank money excej)t full, instant, uncondi- 
tional redemption in coin. Tlierc is no stopping-place between 
this condition and inconvertibility. 

r Generally speaking, this sort of nioney is issued by insdtu- 
Jipns wliicdi, whether under State patronage or not, are so far 
disconnected from the government that their otficers and 
agents can be sued in courts, and their assets and effects be ♦ 
attached for the recovery of the amount promised by the 
bank notes to be paid on demami. In this matter of connec- 
tion with the State, however, there is found among banks, 
in one country or another, every degree from least to largest. 
In some instances the true character of bank money has 
been preserved in the case of institutions having wjiat 
would lappej^r a dangerously close connection with govern- 
ment. 


222. The prigin of Bank Money. — Bank money in its 
modern form was first issued in-Sweden, in lj658. The Bank 
of Scotland issued £1 notes as early as 1704, while the Bank , 
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of England didjiot issue notes below £20 prior to 1759. The 
issue of bank money, proper, did not begili*in America until 
after the ref olution,** although Nearly every colony had been, 
at one period or another, deluged with inconvertible pa 2 )er 
bioney. Tife great bank money countries of to-day are tlie 
United StatJs and the States of Northwestern Europe. 

223. The^Coin Basis of Bank^Money. — We have said 
that, in j|ldit!bn to the superior convenience of bUnk moiuy 
over coin, the motive for issue is found in its comparative 
cheapness. Banking experience has shown t^at a much larger 
denoniinaflve amount of notes can be kept in circulation than 
is held of specie for redemption. 

On all this excess, the issuer of the notes derives a profit 
which is measured by the rate of interest on Ids h>a?*s, after 
deduction is made of the expense of maintaining the service. 
jThe metal thus dis 2 )la(*ed from circulation is exported, or 
pnelted down for use in the arts. 

The advantage to the community of this saving ’n the cost 
of thj} money used in etfecting exchanj^es, is thus conceived 
by Adam Smith. 

‘‘ The gold and silver money 'vyliioli circulates in any coun- 
try may very properly,, be compared to a highway, whieli, 
while it circulates and carries to market all the grain and corn 
of the country, produces itself not a single pile df either. 
The judicious operations of banking, by i)roviding, if I may 
be allowed so violent a metaj)hor, a sort of wagon-way 
through the air, enables the country to convert, as it were, a 
great part of its highways into good pastures and corn-fiedds, 
land thereby to increase very considerably the annual produce 
lof its land and? labor.” 

The amount of saving effected by bank money varies, in the 
first instance, according to the proportion of coin, or “ specie,” 
as it is commonly called, reserved to meet demands for the 
redemption of the notes : *to serve, that is, as the basis of the 
circulation. 

That proportion is different in different countries, and often 
in different banks in the same country. The lAost common 
legal minimum reserve is one-third. In Leipsic, before the 
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unification of Germany, the specie reserve I was Hwo-thirds, 
while in Bavaria it^was but one-fourth. 

Before the war of secession,* the banks of the Ignited States 
held an absurdly small amount of specie, the proportion in 
some States falling to ten, five, or even three p^ cent. But 
the so-called bank money of many of the States c|l the Ameri- 
can Union, during certain periods in tho early history of the 
nation, wa^ really nothing but inconvertible fiiionc^", hardly 
the pretense of redemption being maintained. 

224. The Banking Principle. — The view of the operjitions 
of bank money whicth is held by the great majority of writers 
of repute, in nearly all countries, is that, when really converti- 
ble into coin on demand ; with all reasonable facilities exist- 
ing foi\ redemption, and with redemption actually taking 
place from tinu^ to time ; with a public opinion wdiich does 
not allow to be cpiestioned the right of any man anywhere, 
for any reason or for no reason, to require coin, for any and 
all notes he may hold ; and wnth exemplary penalties,! pro- 

* Mr. Condy liaguet thus describes the action of American banks dur- 
ing this period, when in a state of suspension : 

“Banks, when they default in their payipents, not only never ask the 
indulg(jncc of their creditors, for any specified oxU^nsiou of time, but they 
do not evev think themscives under ('bligation to pay interest to the cred- 
itors for the funds tiny forcibly detain from them ; nay, they frequently, 
in the midst of their imiolvency, declare dividends of the very profits 
which actually belong to their creditors.” 

Of an earlier fXTiod Mr. Gallatin has written : “ It was the catastrophe 
of the year 1814 which first disclosed not only the insecurity of the Ameri- 
can banking system, as then existing, hut also that, when a paper currency, 
driving away and superscxling the use of gold and silver, lias insinuated 
itself Ihroiigh every channe;! of circulation, and become tlie only medium 
of exchange, every individual finds himself, in fact, c/ornyelled to receive 
such currency, even when depreciated vwre than twenty cent., in the 
same manner as if it Jiad been a legal Under T 

f“By convertibility of the paper,” sa/s Mr. Tooke, “according to 
the ordinary ^‘gniticatiou of th^ tonn when applicxl to bank notes in this 
country (England), is meant that a holder of a promissory note — payable 
on demand — may require payment in coin of a certain weight and fine- 
ness, and in the event of refusal or demur, such payment is enforced by 
law against the issuer, to the utmost extent of his property. The issner. 



BANK^MONEY. 


169 


viaea oy law a»a enforced by the courts, for the first failure 
or the islightest delaj^ on the part of bankS fo make good their 
promises, sifch money acts in a^l respects precisely as would a 
body of money composed wholly of coin. It is held t’o be 
fully subjeVt to the law (*par. 176) which governs the terri- 
torial distrilution of money consisting of the precious metals 
only ; and to have# every ecoiiomi^i virtue which belongs to 
such raG|iey,Vith the added advantage of greater cheapness 
and greater convenience in use. ' 

“We are willing,” says Mr. Tooke, the leader of the school 
of econonfists known as the advocates of the “ Kankintr Prin- 
ciple,” whose theory I have stated, “ we ar(‘ willing to con- 
sider a metallic currency as the type of that to which a mixed 
circulation of coin and paper ought to conform. Put,* further, 
we contend that it has so conformed, and must so conform, 
while the paper is strictly convertible.” 

The same oj)inion is expressed, with gr(‘at emphasis, l>y Mr. 
Fullartonand IMr. James Wilson, and by M. (V)urc lle-Seiieuil. 

226, The Currency Principle.— Th^ view of bank money 
which has been stated in the foregoing paragraph, is that 
wdiich is held by a majority of, wrk(‘rs of r(‘putatioii. The 
opposite ojnnion was maintained by a school of economists in 
England, comprising the advocates of the so-called “ Cur- 
rency Principle,” the leader of the school being Lbrd Over- 
stone. 

In the view of this school, soniething more than sound 
banking is needed to give a country good bank-money. If 
numerous, competing banks are left free to issue notes in 
such quantity and of such denominations as their own inter- 
ests may dictate, with such specie reserves as their own pru- 
dence alone may suggest, there will .ilwaays be the probability 
and often an extreme danger of over-issue, a body of bank- 
money so composed not being wholly amenable to the law of 

wliether a prinate or joint-Htock hanker, coimdcred to Imvefaildi. The 
circulation of his notes is at an end, and h(3 is subjcjct to the process 
usual in cases of insolvency.” — [“ History of Prices.”} Compare this with 
the state of things disclosed by Mr. Raguet, in the foot-note last pro 
ceding. 
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J distribution which governs metal money, bi^t possessing the 

I capability of tempot»*ary and local inflation. 

This opinion was ably maintained by Lord Oxerstone, Mr. 
Norman and Colonel Torrens, against the views of the Bank 
of England, and after a long struggle, the econc mists of this 
school triumphed in the enactment of the Bank jfmt of 1844* 
which still governs the note-circulation pf England, though 
the principle on whieJi it was framed is now challenged by 
many of the best finaiiders and economists. 

In the United^ States, owing doubtless to gross abuses of 
the right of bank-note issue, such as have been adverted to in 
a note on a preceding page, the views of the English cur- 
rency school obtained an acceptance among professional 
economists and writers on finance even wider and more com- 
plete than in England, although in but f(^w states did this lead 
to legislation in any degree comparable, in scope or stringency 
of operation, to the English act of 1844. The leading writers 
on this question in the United States, were Messrs. William 
M. Gouge, Oondy R^guet and Amasa Walker. 

^ 226. The Currency Principle vs. the Banking Principle. 

’ ‘ — The question whether,, a body of money (}om]><)sed partly of 
coin and partly of bank notes fully convertible into coin, acts 
in all respects as would a body of money com])osed wholly of 
coin, or, )n the other hand, has the capability of being issued 
ill local excess and so maintained for a long enough time to 
affect local prices, and thus initiate abnormal movements of 

The principal features of the act of 1844, as affecting the circulation, 
are as follows : 1st. The Bank of England is allowcid to issue notes, in a 
constant sum of £15,000,000, without any specie basis. For all notes 
above this, it must have, pound for pound, a specie reserve', of which 
one-fifth may be silver. [This last in consideration of the commer- 
cial and political relations of England with India, which has silver 
money.] 

2nd. The issue department and the banking department of the Bank 
are completely divorced, becoming as separate as the Customs and the 
Internal Revenue bureaus of oui own government. 

3rd. Ko Loudon bank can issue notes, nor can any bank chartered 
since 1844 ; while the issues of the English banks then existing 
are limited to their ordinary outstanding circulation prior to that date. 
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trade and production, I regard as the one open question in the 
theory*of money. Brought up in the sclmol which held the 
latter view, my own reading and reflection have conlirmed 
me in the belief that tlierc resides in bank money, even under 
the most stAngent provisions for convertibility, the capability 
of local and xemporary inflation. The arguments on the two 
sides of the question* arc* so evenly tbalanced, and the statist 
tical evicience^ is so ambiguous, that differences of*bpinion are 
likely long to exist between men of intelligence and candor. 
I freely confess that the prcqionderance •of authoritative 
opinion is against the view I hold. 


CHAPTER VIL 

THE REACTION OF EXCHANGE UPON PRODUCTION. 

22*3% Evil Possibilities involved in the Division of Labor. 

— We have seen that the division of labor is an essential con- 
dition of large and varied production. But the division of 
labor, when carried far, ’iivolves possibilities of loss and dis- 
aster. These become more and more serious as production 
becomes more and more extended and (‘omplicated, until, ip 
the most highly organized industrial state, we have to explain 
the failure of a community to realize its full producti^^e capa- 
bility, mainly by reference to industrial misadventures and 
even, at times, a partial paralysis of the productive powers of 
the community, originating in^this very source. 

The cause of the trouble adverted to is found in misunder- 
standings between producers and consumers, whom it is the 
nature of the division of labor to set apart, and, in an 
advanced industrial state, wddely apart, often by half the cir- 
cunrference of the globe. 

It is evident that, were there nb division of labor into 
separate occupations, the relation between production and 
consumption would be a simple one. Production would, 
within the canahilities of the several ao*ent,s eoneerned m?. . 
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land, labor, and capital, only be limited by th6 effective desire 
of the several inaividuals of the community to consume 
wealth. Each man would work by himself, for timself, pro- 
ducing those things, and those only, which he wished per- 
sonally to eat, drink or wear, or house or Virm himself 
withal. There would here be no question of a^‘ market, for 
every man would be his f wn customer. ‘ 
y! From this point, we may mark off three stages of ^Industrial 
develo}>ment. 

228. The Pirrffc Stage. — The first is where distinction of 

trad(‘s is introduced, and men no longer consume all, or per- 
haps any part, of the articles th(‘y have produced ; yet where 
consumers live near the jn’oducer, and are j)ersonally known 
to him. " In this condition, jn-oductioii, excei)t in agriculture, 
generally waits for an ordvr from the consumer. If goods 
are produced in advance of an order, the k,inds are few, the 
forms are simple, the styles standard. There is, moreover, the 
reasonable exjx^ctation that some certain ])erson, or some one 
out of a certain group of persons, will surely and soon need 
the goo(\s, and will become the consumer. Here, we see, is 
not much liability to misunderstanding between producer 
and consumer. • 

229. The Second Stage.—The second stage is where the 
element of personal acquaintance between producer and con- 
sum(‘r disappears. Production ho longer waits for orders, 
but anticipates demand. CTOods are })roduced for a general 
market, and upon a calculation of the quantity probably to 
be required. The individual producer has no longer his own 
circle of customers ; but competes with other producers for 
the largest possible share of the patronage of a wide circle of 
consumers. Yet it is still true that })roduction is carried on 
by artisans working singly or in small groups. Tools and 
implements are simjde and inexpensive ; there is little of 
“ plant ” or fixed capital. Fashions are few and styles remain 
standard through long peHods of time. Here, manifestly, the 
opportunity far misunderstandings between producer and con- 
sumer exists in a higher degree than under the former condi- 
tions described. Yet even here production may still go on 
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with tolerable uniformity: all hands workjiig steadily through 
all the seasoiis of tho year, with a reasonable assurance that 
all goods which are well made, will find a market at fairly 
•remunerative prices. 

230. The'^hird Stage. — The third stage is reached, when 
increasing facilities ^ of communication make the world one 
trading comiiwinity. Then productioii becomes higjily diversi- 
fied, and\he specialization and localization of trades proceed 
so far that one country, or perhaps one grou]> of towns, j)ro- 
duces the greater part of all the goods of a certain sort which 
are consumed throughout the world. Then luxury and refine- 
ment of living are carried to tlui maximum, so that not only 
are classes of goods multiplied almost indefinitely, but fashions 
and modes enter till standard styles almost disap}>ear, each 
season bringing minute modifications of demand which are 
not to be satisfii'd except by an exact comj)liaiice, even the 
colors and shades of one year becoming intolerable the next. 

It will appear that conditions like tVi foregoing increase 
enormously the liability of misunderstanding betji'ecn pro- 
ducers and consumers. The possibilities of error in su])plying 
the markets, no longer of a village, but of the world, become 
tremendous. 

231. The Appearance of the Entrepreneur. — Byt it must 
further be added, that powerful and complicated machinery's 
now introduced, and costly structures and “plant” are re- 
quired. Great numbers of operatives, of both sexes •and all 
ages and of every degree of strength and skill, have to be 
gathered under one roof, each knowing only his or her own 
part ; all requiring to be instfucted and equipi)ed, organized, 
energized, and directed by the intelligence and will of one 
man;) In other words, we have reached the entrepreneur stage 
(pars. 100-9) of industrial development. 

Xhe introduction of th« principle of mastership into indus- 
try makes a great gain of product^e power ; but* this gain is 
not secured without an appreciable loss. The entrepreneur 
(to anticipate, for a moment, a topic in Dii^tribution), finds 
his motive for organizing and conducting the great enterprises 
of modern industry in the profits (pars. 302, 429) which he 
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hopes individually, realize. His entire perbuuai interest is 
found here. It is, perhaps, to ^secure a pet profi^t of twenty 
thousand dollars, that he leases land and buildings, and bor- 
rows capital, and hires the labor requisite to achieve an annual, 
product of half a million of dollars. If, then, tllp conditions 
of trade and industry are such as to destroy for the time hi^ 
profit ; mu^ more if the^ are such ai5 to fhreatcp a loss which 
will impair the integrity of the capital, his interei^fc in pro- 
duction is greatly diminished, if no*t destroyed. He will 
either cease pnxfucing entirely, in*, which is more ^ikely, will 
contract the scope of liis operations. Were he to produce 
$500,000 worth, as heretofore, a smq.ll fraction of his stock 
unsold fuight sweep away his own gains for the year, or leave 
a deficit ; whereas, were he to produce but $400,000 or 
$350,000 worth, he would probably dispose of his stock at 
prices high enough to make himself good and perhaps leave a 
small margin of profit, while holding his laboring force and 
his customers together. 

K232, fluctuations in Production. — Such being thft con- 
ditions under which production takes place, under the modern 
organization of industry, wfe note that there is in the nature 
of the case a continuous loss tlirougll the failure of the pro- 
ducing lv>dy to meet, promptly and precisely, the demands of 
tiie body of consumers. Wherever, from any cause, there is a 
failure correctly to anticipate those demands and supply them 
perfectly, in time, in degree, in fonn, loss of value results. 
That there should be such failure in part, is inevitable. 

But the loss which we had chiefly in view in beginning thi 
chapter, and with reference to which we ha’^e written this 
long introduction, is not the steady, continuous loss of value 
due to the inability of those who direct production to com- 
prehend, fully and seasonably, the varying demands of distant 
' markets. It is the occasional loss uesulting from the frequent 
1 and «ften ^furious fluctuations which are involved in* the 
I modern organization of tradj and industry. 

From thaf organization the alternation of highly stimulated ' 
and of deeply depressed production appears to be inseparjaiig. 
The course of trade and industry through the cycle which the^ 
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conditions of modern life seem to have established, is so well 
described by Prof, j^ifred Marshall that I can not foibear to 
give it in full : 

(‘The beginning of a perioa oi rising credit is otten a 
series of gobd harvests.) Less having to be spent in food, 
there is a better demand for other commodities. (J^roducers 
find that th^ demand Tor their goods is increasing, they 
expect t^ sell at a profit, and are willing to pay good prices 
for the prompt deliver;^ of what they want.) Employers com 
pete withpne another for labor ;(wage8 rise J^nd the employed 
in spending their wages increase the demand for all kinds of 
commodities.^ New public and private companies are started, 
to take advantage of the promising openings which show 
themselves among the general activity. Thus the Sesire to 
buy and the willingness to pay increased })rices grow 
together ; credit is jubilant and readily accepts paper prom- 
;s to pay. Prices, wages and profits go on rising ; (there is 
[general rise in the incomes of those engaged in trade); thc}^ 
end freely, increase the demand for goods, and ^ise prices 
ill higher. (Many speculators, seeing the rise, and thinking 
will continue, buy goods wi!h the expectation of selling 
em at a profit.) At sfich a time a man who has only a few 
indred pounds can often borrow from bankers apd others 
e means of buying many thousand pounds’ worth of good« ; 
d every one who thus enters into the market as a buyer, 
ds to the upward tendency of prices, whether he buys with 
s own or with borrowed money. 

‘(This movement goes on for sometime, )til] at last an enor- 
)us amountjof trading is beiiig carried on by credit and with 
Trowed money. Old firms are borrowing, in order to extend 
eir business ; new firms are borrowing in order to start 
eir business ; and speculators are borrowing, in order to buy 
d hold goods. Trade ds in a dangerous condition. (Those 
whose business it is to lend money are among the first to 
read the signs of the times ; ajd they begin to think about 
contracting their loans.) But they can not do this jvithout much 
disturbing trade. If they had been more chary of lending at 
an earlier stage, they would simply have prevented some new 
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business from being undertaken ; but when it is once under- 
taken, it can not I'e^abandoned without a loss of much* of the 
capital that has been invested in it. TraJiiiig companies of all 
kin(fs have borrowed vast sums wjth which they have begun 
to build railways and docks and ironworks anp factories ; 
prices being high they do not get much building done for their 
outlay ; and though they^ire not yet ready to reap i>rofits on 
their investfnent, they have to come again into fiie uiarket to 
borrow more capital. The lenders of capital already wish to 
contract their loats ; /and the demand for more loans raises the 
rate of interest very high. Distrust increases ; those who have 
lent become eager to secure themselves and refuse to renew 
their loans on easy or even on any terms. Some speculators 
have to^sell goods in order to pay their debts ; and by so doing 
they check the rise of prices.^ This ch(‘ck makes all other 
speculators anxious, and many rush in to sell.^ For a specula- 
tor who has borrow(‘d money at interest to buy goods may 
be ruined if he holds them a long time even while their price 
remains stationary ; fte is almost sure to be ruined if he holds 
them whife their price falls. (When a large speculator fails, 
his failure generally cauVis tJiat of others who have lent their 
credit to him ; and' their failure agaiv that of others./ Many 
of those who fail may be really ‘ sound,’ that is, their assets 
may exceed their debts. But though a man is sound, some 
untoward event, such as the failure of others who are known 
to be indebted to him, may make his creditors suspect him. 
They may be able to demand immediate payment from him, 
while he can not collect quickly what is owing to him ; and the 
market being disturbed he is distrusted ; he can not borrow, 
and he fails. As credit by growing makes itself grow, so 
^hen distrust has taken the place of confidence, failure and 
panic breed panic and failure. The commercial storm leaves 
its path strewn with ruin) When it is over, there is a calm, 
but a dull, heavy calm, d'hose wholiave saved themselves 'are 
in no mood^^to venture again companies whose success is 
doubtful arc wound up ; new companies can not be formed. 
Coal, iron and the other ^materials for making fixed capital 
fall in price as rapidly as they rose.’ Iron works and 
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ships are for sale, hut there are no buyers at any moderate 
price. 

“Thus the state of trade, to "use the famous words of Lord 
Overstone, ‘ revolves apparently in an established cycle, l^irst 
*we find it in’a state of quiescence — next improvement, growing 
confidence, prosperity, excitement, overtrading, convulsion, 
pressure, stagnation^ distress, ending again in quiescence.’ ” 

233. IJerio^dicity of Panics.— So frequently ha^e trade and 
industry made this weary round, that the writers on finance 
have undertaken to establish the law of the periodicity of 
panics anft hard times. The term of ten years is that most 
often fixed upon for the completion of the (*ycle. There is at 
least a very curious senes of coincidences to give some sub- 
stance to this hypothesis. 

But whether there are, indeed, forces operating which bring 
about commercial convulsions and industrial distress at regu- 
lar intervals, or not, it seems clear that, under the conditions 
de})icted in the first part of this chapterj^it is iin >^itable that 
the producing and ex(?hanging body Should alternate fre- 
quently and even violently between a state of dep^ssion and 
partially susj)ended activity, ami a sfate of highly animated, 
excited, almost convulsive exertion, in which the agencies 
alike of production and of exchange are strained to their ut- 
most to meet demands which are stimulated to thb highest 
extravagance by a universai passion of speculation. 

234. Loss of Productive Force.— It is evident tlcH this is 
not an order of things under which the largest production of 
wealth takes place. The two extremes do not offset each 
other, with the same result asjf production had been proceed- 
ing calmly and equably through the entire period. On the 
contrary, each extreme involves great and permanent loss of 
productive force. There is much misdirection of energy, 
much waste of material, much vital injury to labor power and 
capital power, in the haste and strain and fever of highly 
fitimulated effort. 

On the other hand, the long, dull spell of inactivity that 
succeeds is not given wholly to recuperation of Exhausted en- 
ergies, renewal of stocks of materials, repair of machinery and 
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plant*/' It is not a waste of time, merely, involving a propor- 
tional loss of productive power : that inactivity be^omes^itself a 
cause of mischief, fit induces in the working classes a lethargy, 
a despondency, a recklessness, whjch are forces productive of^ 
evil. ) It generates habits of lounging and of drinl^ing, perhaps 
of tramping, which may not be shaken off even with renewe<jL 
employment. 

236. “H&rd Times.” — Nothing needs tote ydded, of 
clearness or of force, to Prof. Marshall’s statement of the 
course which trade and industry run from the time^ they first 
cross the line of reviving prosperity to the moment they 
plunge into the abyss of broken credit, falling markets, com- 
mercial panic, failing banks, and general distress. But there 
is one industrial phenomenon of great significance in respect 
to our question, why the actual production of a community ! 
comes so far short of its productive capability? which econo- ; 
mists have not been accustomed to explain : this is, tlie long j 
continuance of the jgeriods of industrial depression and of 
restricted production. 

It will readily appear that, /after running such a rig as has 
been described, the agencies of trade and industry will require . 
time to refit. The track must be cleftred of the wreck. The 
places left vacant by the casualties of the great crash must be 
filled by new men. But the actual time covered by the period 
of depression is sometimes much longer than can be accounted 
for by , the mere loss and destruction of a panic. ‘‘ Hard 
Times ” are protracted long after the capital power and the 
labor power of the community are in condition to resume their 
interrupted function^y 

For several years after the panic of 1873, in the United 
States, industry did not reach its former proportions. During 
that period wast amounts of labor power and capital power 
remained unproductive. Tens of thousands, if not hundreds 
of thousands, of laborers were unemployed ; an even greater 
number were employed oAy on half or three-quarters time. 
Hundreds of furnaces were out of blast ; thousands of water- 
wheels ceased to turn ; thousands of engines stood still. Tet, 
during this 'time, these workmen had occasion to consume 
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food and clothing for themselves and their f^ilies ; needed tc 
work to*earn,thc meaijs, and were honestly willing, yea, heart- 
ily desirous to work. All this time the owners of capital 
'\fere ready to secure a return for their investments, if they 
could find opportunity ; the conductors of business were eager 
t<^ win a profit by employing their abilities and experience in 
productive industry. * Why, then, w^s it, when all were will- 
ing to wcjrk and needed to work, that they did not, work? 
What was the force that kept these laboring men, these 
water-whe^s and engines, these capable confluctors of busi- 
ness, idle so long ? 

236. Diversified Production. — We have seen that, as so- 
ciety makes progress toward a minuter organization of^ indus- 
try, productive capability is enhanced, but that, coincidently, 
at each stage, the opportunities for misunderstanding between 
the body of prodycers and the body of consumers are greatly 
multiplied, while labor power and capital power fall more 
under the control of men of exceptional ybilities, with whom 
comes "to rest all initiative in production. 

Now, if wo examine the list of articles sold in the market, 
in a modern community, we shall find some of them supplying 
wants which are constaifb and vital. We shall find others 
which minister to the most delicate tastes or gratify jnly the 
merest casual fancies. In a country like England, France, of 
the United States, tens of thousands of laborers are employed 
in producing articles of the most trivial character; fiieworks, 
toys, bonbons, fripperies of dress, while hundreds of thousands 
more are employed in producing articles deprivation of which 
would not indi/ce cold or hunger, or inip.air health, or be 
incompatible with public decency or })er8onal self-respect, 

237. Propagation of Economic Shocks. — Let us suppose, 
as the result of a period of prosperity, the variety of products 
to have been carried to a .very high point, ^when a disaster, 
primarily affecting either industry or trade, it. ryatters not, 
befalls a community.) It may be a great fire, or a great flood, 
or an epidemic of yellow fever, or the desti’uctipn of some 
leading crop. No matter where it comes from, or where it 
^rst strikes, the immediate effect is to diminish the productive 
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power of tlio coiniiiuiiity, as a whole.) At once the consump- 
tion of those article's which are least essential to comfort and 
decency is checked. If we suf)po8e the thousands of articles 
known to tlie market to form twenty-six groups, A to Z, tlieir 
utility to the consumer regularly declining from the top of 
the list to the bottom, we may assume that the first effect of 
the calamity will be to iredu(‘.e thci consumption of articles 
forming groups X, Y and Z. No matt(‘r, as 'vl^e si^d, where 
the blow first falls, the laborers affected })roduc;e for the time 
less, and must iimit their own consumption accordingly, 
which they do by restricting their use of articles below W. 

The labor and capital em})loyed in groups X, Y and Z, 
can not easily or soon be transferred to other grou})S. The 
laborer^, especially, find that the present is no time to seek 
employment in other avocations. They must stay where they 
are, and do the best they can there. Hence they find them- 
selves employed on part time, and at reduced w^ages. The 
sums they formerly earned were exj>end(‘d in purchasing 
articles all the way from A to Z. In their sudden poverty 
they are 'obliged to cut off their own consumption of all 
articles except those ’VN^iicN are necessary to comfort and 
decency, say from A to M, inclusive.* 

But this action of j>roducers X, Y and Z involves a 
dijninished demand for })roducts, N to W. Each group of 
producers, at this end of the line, ‘are obliged to curtail still 
further their consumption of articles X, Y and Z, while pro- 
ducers from S to W begin to restrict their use of articles 
below T. This action, however, becomes at once the cause of 
new effects. The unfortunate representatives of X, Y and Z 
are now obliged wholly to deny themselves all products from 
II downwards ; ]>roducers T to W, in turn have to give up 
indulgence in products below N ; producers N to S, in conse- 
quence, no longer purchase products below R. 

The^ shock next reaches groups I toM, who have to dimiTiish 
their consumption, to correspond to the reduced demand for 
their own products ; X, Y and Z are now glad to get enough 
of A, B, C and D to barely subsist upon ; while S, T, D, U, 
V and W carr}- their retrenchment upwards, till they stop at 
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M. And so the movement goes forward until the favored 
producers A to D— favored, in that tlie articles tiiey produce 
are of vital im}>ortance — experience some diminution of d(‘- 
mand, and, producing less in ^consequence, have Icvss to give in 
exchange for the products of others. So a stone, thrown into 
a lake, sets in motion a wave which extends outwards in all 
directions till it reaches tlie bank, e*en in the most retired 
nook alon^ the*shorc. 

238. Aggravation of Economic Shocks It is evide nt 

that, were the community perfectly intclligefit and s(*lf-pos- 
sessed, the ultimate result of this j>lay of forces would be the 
distribution of the whole initial shock over the entire produc- 
ing bodv. No addition would be made to the shock as the 
movement proceeded, and the effect upon each successive' 
group of producers reached would be h'ss and less. Those 
producing articles^ the most essential to life, health and social 
decency would suffer to hardly an a])preciable extent, as the 
wave set in motion by the rock thrown into the lake becomes 
the merest ripple against the shore. 

This is all that is lu'cessarily involved in the j)roj)agation, 
through economic media of perfect elasticity, of an original 
blow like that assumed. • In facd, industrial injuries are at 
times distributed in this way throughout the })roducing body, 
without panic, without a})prehension, even without o]>serva-* 
tion. 

Let, however, the shock be sharp and severe, anLcom- 
Tgunicated in some startling form, aiid hd it oc^cur when the 
public mind is in an apprehensive mood, or when tlu> com- 
mercial body is unsti’ung l>y political or social disturbances, 
and we may seethe imjuilse propagated with increasing force, 
from subject to subject, till the movement acquires fearful 
violence. 

239. The Industrial Panic. — The commercial panic we 
are alt familiar with, by experience or report. We Jtnowjiow 
some slight cause, acting on the fears and imaginations of 
men, will overthrow the financial structure of. a nation in a 
few weeks, perhaps days, prostrating the proudest houses, 
and spreading ruin far around. There is nothing that can 
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Stand against panic. One man’s fear makes another man 
afraid. One man’s fall brings down ^another,jWho,' but for 
that, might have stood firm ; and thus the mischief proceeds, 
irora bad to worse. So much for the trading body. 

The progressive aggravation and acceleration of the forces 
of mischief throughout the producing body takes place upt 
less surely, though it is kere less ostmisiVe. ^ 

' 'A manufacturer feels the demand for his goo^^s fall off 
somewhat. ^ In ordinary times he wohld receive the fact as an 
intimation to reWuce his production, but only to a r-orrespond- 
ing extent. Indeed, in good times he would receive that 
intimation in a somewhat 8kej)tical .spirit. Jle would not be 
disposed to believe that any serious check was to be ex- 
perienced. lie would look to see trade start up again, and, in 
this mood, would reduce his production somewhat less than 
correspondingly. To that extent, he would speculate : that is, 
would anticipate events and discount the future. For the 
moment, then, ho w^)uld transmit the shock, not aggravated 
but mitigated. 

Jliit let the shock b(‘ at first severe, and let it come upon 
the public mind in a suspicious mood, and the matter will take 
another turn. The merchant feels^the demand for his goods 
fall off abruptly, lie fears there is more to come. lie is 
detenu ined not to be caught witii a large stock on his hands, 
and, in his orders to the manufacturer, he exaggerates the 
natural and proj)er effect of the change in the market. - The 
manufacturer, on his part, knows nothing directly of the 
actual falling off in demand. lie only learns it as it comes to 
him heightened by the apprehensions of the^ merchant. In 
his turn, he exaggerates the evil and reduces his production 
more than proportionally. Ilis anxiety now is, not to make 
a profit, but to avoid loss.) He knows he will be safe if he 
runs his mill on half or three-quarters time. 

And it is here that the cause indicated in })ar. 231 begins 
to operate with great an^ destructive force. (The entrepre- 
neur’s personal concern in production being derived wholly 
from his contemplated profit,^ which may be but a small per- 
centage of the value of the goods produced, his individual^ 
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interests may, for the time, become divorced from those of 
his laborers or of the ^general community, fii his an^ty to 
ga\!;g hjmself, he may acUwith* as much needless cruelty as 
men do when panic-stricken Jn a fire or a wreck. 

240, But the action of manufacturer Z, whether wisely or 
unwisely taken, becomes, as we have seen, an element in the 
conditions of productiou for all ike lower letters of the 
alphabet. ^ As^ie pays less wages, his workmen hive less to 
spend for the products of other branches of industry. The 
merchants HI these lines, feeling the falling toff in demand, 
exaggerate it in their orders to manufacturers, es})ecially 
manufacturers X and Y. These, in turn, apj)rehensivc of 
worse to come, curtail their operations more than correspond- 
ingly, and so the movement j)roceeds, with increasing 
violence. 

And, let us re])eat, however unnecessary Z’s action in 
reducing his production below a certain point, yet, if he 
actually does so, that action makes a corresponding reduction 
in X aiid Y’s operations a necessity of their situation : just as 
truly so as if Z had a good reason for what he did.^ And if, 
in turn, X and Y become alarmed^ and overdo the thing, that 
of itself constitutes an oUigation upon manufacturers higher 
in the alphabet to cut down work and wages. 

241. How Par may this be Carried ? — Two questions aris^ 
upon this view of the power ‘of apprehension and suspicion to 
aggravate the force of any industrial or finamual shoe":. The 
§rst : how far may it be carried ? the second, how long may 
it last ? 

May the movement to cheeky production proce(‘d until all 
industry is locked fast in “ a vicious circle ” : no one produc- 
ing, because others will nol; consume, while no one is able to 
consume the products of others because he himself produces 
riotliing with which to buy^ them ? 

I ^swer, no. .The staple industries, especially those yield- 
ing the necessaries of life, will neVer be suspended. The 
demand for their products is so constant ai\d certain that 
panic has little power over themh Groups A to iJ will, there- 
^fore, continue to produce nearly as much as before ; not, 
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indeed, quite so much, because there will be individuals, 
thrown out by the revolution at the foot of the jjlphabet, who 
are unable to find a new place where they can produce enough 
to purchase ev^ the barest subsistence. Groups E to 11, of 
K, moreover, having to do with articles essential to comfort 
and social decency, will withstand the shock communicated 
to them sufficiently to imaintain a*- production not very far 
below tha^ of good times. / 

Now, so long as A to D produce liberally, and E to II or 
K, still j)rodu(j(f* considerably, all persons employed within 
those groups will have the means of purchasing the pro<]^ucts 
of groups further down the list ; ami. so industry will be kept 
alive, though but just alive, in those groups which produce 
articles not essemtial to life, or health, or decency. 

242 . How Long may such a Condition Last ? — I answer: in 
theory, it may last indefinitely. Practi(;ally^ it is liable to be’ 
terminated, after a longer or shorter j)eriod of suspense, by 
reviving courage and enterprise on the part of men of affairs, 
or through the stimulus to production administered from j 
some quarter. It may be so slowly as to be almost imper- / 
ceptible ; it may be so rapidly as to outrun calculation, 
that the expansion takes place. 9.^his will depend much 
on the natural temper of the community ; much on the 
immediate cause provoking renewed enterprise ; much on 
accident. 

The^one essential condition is that speculation be initiated, 
that is, that men begin to look ahead, to anticipate demand^^ 
and to discount the future. 

One man begins to produce,^io longer on orders, no longer 
cautiously and fearfully, as if it were too much to believe 
that his goods will be taken off his hands, but in a sanguine 
spirit, assuming the initiative in production, and boldly 
encountering its risks. Producing ^ore largely, Iiis workmen 
have jnore to offer for the products of other industries, which 
IS of itself a reason for a Targer production in these branches, 
whose managers and proprietors respond in the same spirit. 
Finding the demand incr(*asing, they act as if they believed it 
were about to increase still further. They produce somewhat^ 
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in antic^ation, and thus give their hands more to oiler in 
exchange for the products of still other industries. From 
day to day the movement proceeds, gatlieriiig force a^it 
goes, and ]»roduction swells continually under the contagions 
influence of hope and courage, just as before it shrank and 
shriveled under the hreatli of fear and j^anie. 

I have said that peculiarities of*national character liave 
much to ^do with the speedy or tardy revival of production. 
Nowhere ought recovery t<> be more raj)id than in the Uuitc'd 
States, i^nong no })eople is there more of t^asticity, greater 
alertness of action, more readiness to assuim* responsibilities 
and to run risks. NoAvhere, too, do(‘S nature afford an ampler 
margin for subsistence, or more' abundant material for^the re- 
pair of mistakes and misadventures. 

.243. Two Examples.— Tlie liistory of the panic of 1857 
offers a capital illustration of th(‘ facility with which the 
American ])eo])le recover from the sharpest contraction of pro- 
ductive industry, where nothing withstands the revival of 
trade, ^nd where no second shock remains to be experienced. 
The country was in a generally sound condition, both as to 
capital and credit, when the blow fell. * As the* result, industry 
had scarcely shrunk to Us minimum, under the influence of 
panic, when the enter})rise and courage*- of merchants and man- 
ufacturers began to cause expansion. Within afewmonthR 
production was again at tlU* limits of our capital power and 
labor power. , 

^ When the })anic of 1837 came, the* country was in a wretched 
condition, through the misa])i)lication of cajutal and the wide 
extension of credit. 

The buoyancy of the national temj>ei led, even at this time, 
to a speedy revival ; but the succeedmg shock of 1839 threw 
the country back again, and the fear and distrust thereby en- 
gendered kept the energies^ of the natioji in a state of jiartial 
repression through a long }»eriod. Such may be tl^e influence 
of a single instance of hard fortune upon reviving industry. 

Quite as prejudicial to expanding production is the contin- 
ual apprehension of hostile or m(*ddlesome legislation. When 
the whole body of business men are soue from disasters ; wlien 
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much of the industrial and commercial structure still lies in 
ruins, it takes hut little to check the disposition again to 
adventure capital. That little is abundantly supplied by the 
popular apprehension of legislation unfavorably affecting 
money and credit. It need not be a great thing under a 
man’s arms which will so increase his margin of buoyancy as to 
enable him to float for hosrs. It is a very small thing around 
a man’s nedk which will so diminish his margin of buoyancy- 
narrow at the best— as to drag hhn to- the bottom. 
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CHAPTER I. 

THE PARTIES TO THE IHSTRIHUTION OP WEALTH. 

244. Distribution as a Department of Political Economy. 

— Under the title, Distribution, we inquire, what are the 
forces which divide wealtli among the several persons, or 
classes of persons, who have taken part in its production ? 

In a primitive condition of society, the ^)rol>lem of distribu- 
tion is a simple one. Thr(‘c hunters join in an (*xpedition, and 
at the conclusion of the chase, divide their game into three 
equal parts. If boys, or crip])les, or men of less than ordinary 
force or skill, are taken inW the partnership, it is easily determ- 
ined what portion of a full man’s share eacdi suchjierson 
shall receive. 

In a highly organized comriiunity, however, the division of 
the }>roduct of industry into shares corn‘sponding to the, num- 
ber of persons who have taken part in production, is a com- 
plicated problem. 

246. The Division of the "Vleb of Cloth. — For example, 
let us take the case of a cotton factory, at Lawrence, which 
produces in a given time a*million j rds of cloth. We may 
suppose that this is all woven in one piece, and that eOtch per- 
son who has, in any way, <;ontribut(id to making this giant 
web, advances in a certain order to receive his shar^ • 

The agent for the water com})any tirst appears, and cuts off 
some thousands of yards, inasmuch as his compan^^ furnished 
the power that drove the wheels below, that turned the spin- 
dles above. Then comes the owner of the land on which the 
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mill is built, and carries off, perhaps, a piece five times as 
large ; next, the owner of the mill, who takes the^ largest piece 
of all ; next, the man who gave the use of the machinery and 
loaned the working capital, and r^ow measures off many miles 
of the cloth as his share. 

So far, all has gone smoothly. Though the manufacturer 
has stood by and seen tbs fearful ii>roads made upon the web 
by the successive claimants, little has been said, an^ that in a 
low tone and in a business-like way.' Some reason is known 
to the manufactLrer why each of these persons should receive 
so much and no less. Some calculation which he is able rap- 
idly to make maintains a complete understanding between 
him and them. 

Now, however, the scene changes ; there remain but two 
parties as claimants to the six or seven hundred thousand 
yards that are left. On the one side we see a crowd composed 
of persons engaged in the mill as overseers, as clerks, as 
mechanics, as laborers, as “operatives,” in all, some hundreds 
of men, women and children, of varying degrees of strength, 
skill and intelligence ; on the other side, stands the manufac- 
turer. All that these do not take, will be his ; and as piece 
after piece is rapidly cut off, he seents to fear that not enough 
will remain for him, while each of them appears disaffected 
that his own share is not larger, deeming it especially a hard- 
ship that, after he and his comrades are served, so much will be 
left tq the manufacturer. According to their several dispo- 
sitions, some threaten that it shall not be so again ; some 
merely grumble ; others take up their little rolls of cloth and 
w^alk away with a patient air, as if they ho^ed for nothing 
better. 

At last the manufacturer is left* with his share. If it has 
been a good season, and all has gone well ; if the cotton has 
turned out of good quality, if tl|e weather has been propi- 
tious,, with^just enough of heat and of moisture for the quick- 
est and most uniform spinning ; if there have been no floods 
in the river, giving trouble, and no low water, so that the 
wheel has tunied steadily and powerfully whenever the gate 
was lifted, the roll of cloth which the manufacturer will carry 
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"back into the warehouse will be large, and hi^ face will wear 
a contented kvk. If, gn the other hand, any one of a dozen 
untoward accidents, n^asonably to be apj>rehended, Irvi 
occurred, his share will be less^ perhaps little, possibly nothing. 

246. The Problem of Distribution, — It is under the pres- 
ent title that we inquire why it is that each of these claimants 
on the product ^f the cottcfn factory ^kes so much ^nd takes 
no more. course, in the immediate instance tliat reason is 
found in the force of contract. All the other ])arties lud 
agreed withtthe manufacturer to allow him t?ie use of their 
property, or to render him their sendees, at certain rates. 
But why did they eontraci at those rates, and not at higher ; 
and why will they, as they j>robably will, iinmediatMypr9ceed 
to make new contracts, at the same, perhaj)s at lower rates? 

Why, in particular, is it that the division of the product is 
effected with so lit^ie of friction or complaint, as between the 
manufacturer and the water company, the own ^ of the 
ground, the owner of the mill, the owner *of the machinery 
and of the working capital ; while between the mani^‘acturer 
and the “ hands ” there is so much of dissatisfaction and 
jealousy, of complaint and irritation ? 

247. Distinction betw\fftn the Exchange of Services and 
of Commodities. — Among those writers who have f]^fined 
political economy as the Science of Exchanges, distribiiiion is • 
not recognized as a separate ‘department of impiiry, involv- 
ing principles peculiar to itself. These writers find that the 
*«ilj)jects of exchange are, broadly speaking, two, scrvi(‘es 
and commodities, or, labor and the products of past labor. To 
carry forward this distinction is not consistent with the sim- 
plicity of the science which these writers have in contempla- 
tion. The dilficulty is soon resolvevl They discover that 
commodities are, after all, nothing but services which have 
taken on a material form, and thereafter they speak only of 
serviced, and thereby secure to political economy “ ojae gmnd 
characteristic of the great sciences, mz.^ simplicity.” This 
effected, the distinction betw'een the Distribution and the 
Exchange of wealth falls to the ground. There is no longer 
any need for the former term in political economy. 
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But I venture, to assert that this forced simplicity, secured 
by compelling into a single form things havings much that is 
3pt in common ; this false peace, which disregards irrecon- 
cilable differences ; this hasty generalization, by which services 
and commodities are made to be one and the same thing, has 
had the elfeet to render political economy signally barren 
through |he very period when social* philosophy has been 
most prolific, and, secondly, to forfeit nearly /ill j)opular 
respect for, and interest in, the ‘so-called scicuice of ex- 
changes. ' 

248. “During the present century,” says the Duke of 
Argyle, in his Reign of Law, “ two great discoveries have 
been ^ made in the science of government: the one is the 
immense advantage of abolishing restrictions upon trade ; 
the other is the absolute necessity of imposing restrictions 
upon labor.” 

I do not quote this passage, here, for the sake of raising 
the question of T(;n-TTour laws or factory inspection (pars. 
471-1^), but only to call attention to the clear, strong anti- 
thesis in which it j)laces services and commodities. That 
statement does not (‘xaggehate the general and still growing 
consent of social philosophers and legislators that the render- 
ing o( services differs so widely from the exchange of 
‘^commodities that the two must stand in different relations 
to legislation. More and more fully has this distinction 
come, to be recognized. If political economy denies the 
validity of the distinction, so ranch the worse for political 
economy, in the eyes of social philoso])her8 and statesmen 
alike. Surely, the simplicity of the science n^ay be secured at 
too high a cost ! 

Equally against the pressure of* enormous vested interests, 
and against the protests of professional political economists, 
the legislation of almost every enlightened country has pro- 
gresised by steady steps, through the last sixty, forty, and 
especially during the last twenty years, in the direction of dis- 
criminating v-itally between commodities and services, allow- 
ing continually greater and greater freedom of contract in 
respect to the former, and bringing the contracts which 
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involve the latter more and more complytely under the 
authority andtSupervisipn of the State. 

And yet there is complaint that statesmen and the mass 
the i>eo})le entertain such sligjit regard for j)olitieal economy, 
vhose professors, in tlie interest of the jmrity and simplicity 
of tlu‘ir science, discard from the pnmiises of their reasoning 
(par. 21) all thy ‘‘ syihpathies, apatliR's, and antipj^hies” of 
mankind, a^id insist upon treating a IVIanchester sjiinner, Av ith 
a wife and six children, ignorant, fc'arful, and poor, as 
])osscssing 4^^he sam(‘ mohility economically, *and under the 
same suhjec^tion to the impulses of p'^cuniary interest, as a 
hale of ]Vlanchest(T cottini*? on the wharf, free to go to India 
or to Iceland, as th(‘ diirerence of a ])enny in the pricey may 
determine ! 

249. An Analogous Case. — Ihit we shall not get a full meas- 
ure of the insufficiency (ff the reasons giviui for dropping the 
distinction hetAveen commodities and services, in '‘xchange, 
unless Ave ask what Avoiild he the conseoiiences to political 
(‘conorny of dealing in the same spirit Avith the analo^^ous case 
of the distinction between labor and ca])ital, in production. 
Suppose the political economist we*re to say : Ca])ital is but 
the result of the labor c/f tlu* past ; it is, in essence, labor 
which has taken on a material and more or h'ss jx'r^ianent 
form ; whatever is true of labor must be true of '‘uijital ;• 
we Avill, therefore, resolve the two into one, and thus pro- 
mote the simplicity of ])olitical economy. Simi)licity, indeed ! 
l^it at the cost of the loss of all signilicaiice, if not all sense. 
What sort of a political economy would that be which did 
not recognize tjic distinction Iv'tAveen labor and ca])ital in 
production? Yet the distinction has a singularly close 
analogy to that between * siTvices .i id commodities in ex- 
change. 

250, A Contest, though .not a Destructive Contest. — It 

will b^ noted that the distribution of^the })roduct oi industry 
involves what may be termed a perpetual contest between the 
parties to production. This contest is not a de«tryictive one, 
since the interest of each of the participants requires the 
gxistence, and, by consequence, the sustentation, of all the 



192 


POLITICAL ECONOMY, 


Others. Yet, w\thin the limits consistent with this, there is 
opposition of interests. 

^261. The Parties to the Distribution of Wealth. — The 

contest is, in the last analysis, between individuals. We sh^ll 
see that the real or supposed common interests of a number 
of producers may create a supposed class interest which will 
lead thenj to act in condei:t, with a isubotdination of individual 
preferences to the general good ; but, as a rule, tfee efforts of 
individuals are directed to a personal benefit. Inasmuch, 
however, as it Vould be im])Ossible to work out the problem 
of distri])ution with ref(*rence to each man, woman, and child, 
we may aggregate individuals, according to M^hat they have 
in common, into classes, larger or smalhu-, and may seek for 
the general law which governs the efforts of the members of 
each class towards the acquisition of wealth. 

252. Classes in Distribution. — Even if ,we dikegard petty 
distinctions and inconsiderable exceptions, the prime classes 
appearing in distri])ution will vary in dift'erent countries. A 
classification which would fullv meet the facts of industrial 
organization in India, would omit distinctions of prime import- 
ance in England. * 

Inasmuch as we could not, in aif elementary treatise, give 
the s})ace needed to set forth the problem of distribution in 
*each country or group of countries having a common indus- 
trial organization, we will consider for our j)resent ])urpo8e the 
industrial organization of England. Wc take this, because i^ 
is the most highly developed organization known to industrj^vj 
because it is largely reproduced in the United States and on 
the continent of Europe^ and fin Canada and Australia, and is 
everywhere, among progressive peoples, more and more 
widely extending from year to year. IMoreover, it will be 
easier for the reader to work out for himself the problem of 
distribution in countries of alowcf organization, than it would 
be to go^frorn the simpler to the more complex fofms of 
industrial life. 

Under the .system which we have taken for the purposes 
of the present discussion, we have four classes of claimants 
upon the product of industry, and that product is accordingly 
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divided into four grand shares. These classes and the 
shares *res{^ctively received by them may be expressed as 
follows : 

1. The landlord, receiving rent. 

2. The capitalist, receiving interest. 

3. The employer, or entrepreneur, receiving profits. 

4. The emjjloyed laborer, receiving wages. 

The re|son for naming these several claimants in the order 
just given, will appear as we make progress in the discussion 
of the forces which effect the distribution of wealth. 


CHAPTER II. 

KENT. 

253. Definition of Rent.— Rent is the terra applied to the 
remuneration received by the land-owning class lor the use of 
the native and indestructible powers of the soil, or, as it might 
be expressed, for the use of natural agents. 

That remuneration may be paid in money or in produce. 
The term land, or natural agents, must be understood to in- 
clude not only arable land, but pasture, timber lands, min- 
eral deposits, water privileges and building sites. For tjie 
present discussion, howevlr, it will be best to take our 
illustrations from the occupancy and cultivation arable 
• land. 

254. The Origin of Rent Illustrated.— Let us suppose a 
community, isolated from alLothers, to occupy a circular tract 
of land divided, as in the following diagram, into four sectors 
equal in extent but so differing in f rtility that one piece will, 
with so many days’ labor in the year given to plowing, 
cultivating and harvesting, yield 24 bushels of wheat per 
acrS, while the second will yield, with the same ampunt of 
labor, but 22 bushels, the third bui 20 bushels, and the fourth 
but 18. Now the assumption we have madp as to differing 
degrees of fertility in the soil of the several tracts, is not an 

^ extravagant one.. On the contrary, we might reasonably have 
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assumed the degrees of fertility to differ far more widely. 
A quarter of wheat,” says Mr. McCulloch, “ m^y be* raised 



in Kent, or Essex, or in the Carse of Gowrie, for a fourth or 
fifth part, perhaps, of tlie expense ne(;es8ary to raise it on the 
worst soils under cultivation in the least fertile j)arts of the 
kingdom.” 

In ordct; to further simplify th(‘ problem, we will sifppose 
that all the inhabitants of this community reside in a village 
at the center. 

265. The Ante-Eent Stage of Cultivation.— Let tlie first 
case tal^n be when the village is yet so small that all the 
Wlieat required for the subsistence of the po])ulation can be 
raised upon a portion only of what we will call the 24-bushel 
tract. 'If the tract be held by a number of comj)eting 
owners,* each acting for himself, seeking his individual in-* 

* If the tract wen'. li(*1d hy one iK*iison, or by several persons acting in 
concert, a monopoly would be esbiblislied, and a rent might be exacted. 
Wfiat would be the limit of that rent ? Two bushels an acre, inasmuch 
as one would do better for himself to take up for cultivation a portion 
of the 22-bushel tract, paying no rent, than give more than two bushels 
for the use of an acre of the more productive land. 

But tfiis rept of two bushels per acre, would not be paid for the ^hole 
of the first tract, but only for flie number of acres actually required for 
cultivation in order to furnish subsistence for the community. All the 
owners in the Combination would have to divide among themselves the 
aggregate sum so obtained, none obtaining so much as two bushels an 
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terest, no rent will be paid, or only a ren^ so small that for 
purposes of economic .reasoning we may disregard it. Each 
owner of land in this tract will be desirous of securing ^or 
himself whatever compeiiss4iioii, if any, is to be paid for tlie 
use of land. But as the entire tract is not required for cul- 
tivation, and, as, consequently, only a part of tbe owners 
can receive any coiApenSation for their land, an ^ctive (com- 
petition will set in, each man offering the use of his land for 
less and less, in order t(> get something, until rent falls to a 
minimum, tor disappicars altogether. * 

266. Relation of Wasto to Rent.— And it is here we see 
the significance of the word, “indestructible,” in par. 253. All 
scientific reasoning about rent is based on the assumption that 
the tenant will leave the soil in as good eondition as it was in 
when he took it. I^ow, it is ])ossil)le for a tenant to imjiair 
the fertility of layd, first, by, intentional abuse, or, secondly, by 
taking away its productive essmices, in the crops successive 
years, without returning any thing to it in ^h(‘ shape of manures 
or other fertilizers. 

It is only upon the above assumptH)n that it would be true 
that each owner of land in the twenty-four bushel tract would 
prefer to lease it for a vdfy small rent, ajiproaching nothing, 
rather than not lease it at ail. Unless he could be jirptected, 
by law or contract, agaiiibt ohaustion of the soil, he niiglrt 
jirefer to let his land go undccujiied. But on the assumption 
stated, the proposition is true that, in th(‘ situation described, 
j^o portion of the twenty -four bushel tract would bring so 
large a rent that it might not, for purposes of economic 
reasoning, be tfeatcd as nil, • 

267. Rent Emerges.— Let us now advance to the secoijd 
stage. We will sup])ose Uiat the pt^jmlation of the village 
has increased to such an extent that the whole of the twenty - 
four bushel tract will no longer raise, when cultivated as it 
has heretofore been, all the wheat required for the lubsiatence 

acre for his individual estate. Should any one owner try to overreach 
the others and secure the full rent for the whole of hfs own land, the 
“ring ” would be broken, competition would set in, and rents would fall 
to the minimum. 
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of the community. Cultivation will then be driven down to 
an inferior grade of soils. A part oj^ the sec<wid tract, the 
t^yerlty-two bushel tract, will be taken up. 

Do you ask, why not increase the amount of labor upon the 
twenty-four bushel tract, and so raise more wheat to the acre? 
I answer, because of the grc^at fact of Diminishing Returns iu 
Agricultiy-e, which was set forth ’in Part II.^. with so much 
particularity. We shall now see the whole theory of rent 
built upon it. The fact itself is undeniable. In every coun- 
try of the worfd, and in every parish or townsli^p of every 
^country, cultivation is seen descending to grades of soils be- 
Uow the best, because the yield from .the highest gra<les can not 
|be iny.reascd pi'oportionally to an increase of labor exj)ended 
[thereon. 

Cultivation having, in the case of the community whose in- 
dustrial history we have traced so far, be(;n driven down to 
the twenty-two bushel tract, rent will at once emerge. Not 
that rent will be paid for any ]>orlion of the latter tract, 
which will all be in the sam(‘ condition, as regards (jompensa- 
tion for its use, as was tlie first tra(‘t, when that alone was 
cultivated ; but for the twenty-four bushel tract, and for each 
portion of it, rent will now be ])j!id. Why? Because any 
persoip desiring to raise wheat may better, may he not? pay 
Vsomething for cultivating a ])ortion of that tract, than culti- 
vate a portion of the new lands for nothing. 

ITow much will he }>ay? Exactly the difference between 
the crops to be grown on the two soils, with the same applicr- 
tion of labor, e., two bushels, since he can afford to pay this 
rent rather than move to the* less productive, soil. As some 
lyust so move, the landlord will be able to exact the maximum 
rent from the present cultivator : if not, from some other. 

Let us now advance another stage, and su])pose the increase 
of population to require the cultivation of the twenty-bushel 
tract: The effect of this downward movement of the limit of 
cultivation vdll be two-fold : 

First, the twenty-two bushel tract will begin to bear a rent, 
since any cultivator can better afford to pay a certain rent for 
the privilege than occupy a portion of the new land for 
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nothing. The 'amount of that rent will be determined by the 
difference yi productiveness between the two tracts, being, in 
the case supposed, two bushels, an acre. 

Secondly, the tract first cultivated now brings its owner a 
rent (2^4 — 20=4), not of two busliels, but of four. It is no 
better land than it was before ; it ])roduces no more wheat 
under the same applicatwn of labo^ and capital ; jad it yields 
its owne^a rent twice as great as before cultivation descended 
to the third grade of soils. That increase of rent takes place 
fiimjdy ayd solely because cultivation has s^ des(!ended. 

If, again, we suppose that the increasing needs of the 
community re(piire th,e cultivation of the eighteen-bushel 
tract, even the tvventy-busln'l tract will begin to bear a rent, 
viz., two busli(‘ls, wliile the rcTit of the next tract will rise to 
four bushels, and that of the most productive land to six 
bushels, ort]\re(‘ times tlu' original amount. 

258. Tho Law of Kent. — If we have correctly traced the 
course of self-interest, in dealing with the occupation of land, 
unde» the necessity of a resort to inferior soils, we are pre- 
pared to state the law of rent. 

i 1. Rent arises out of difftTciuvs existing in the productive- 
ness of different soils under cultivation at the same time, for 
supplying the same market. 

2. The amount of rent is determined by the degree of tliQse 
differences. Specifically, the nnit of any juece of land is 
determined by the difference between its annual weld aiid 
^that of the least productive land actually cultivated for the. 
supply of the same market, under ecpial applications of labor 
and ca})ital, it being assumed itliat the quality of the land as a 
productive agent is, in neither case, impaired or improved^ by 
such cultivation. * 

259. Cost of Transportation.— By productiveness through- 
out the foregoing discusyon, has been intended net produc- 
tivc^iess, the cost of transportation to market^ hciqg first 
deducted. 

In the illustration as thus far given, the co^t of transporta- 
tion has been left out of account. Let us now, however, 

• suppose a tract to be brought under cultivation for the pur- 
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pose of supplying this market, situated at so ‘great a distance 
as to make the cost of transportation a considerable element 
ill the problem of rent. 

If the reader will recur to the diagram, he will see that we 
have marked out a tract, at some distance from our ‘village, 
the path thereto bearing the legend — 2, by which we have 
intended t^ signify that the cattle and nftui taking the grain 
to market will eat, going and returning, two bushels out of 
the produce of each acre. The net productiveness of the tract 
will tli(‘ii be, for the purpose of determining its rental, not 23 
bushels, but 21. It will not be cultivated until after the first 
two tracts have been com})letely occu})ied. It will then be 
cultivivted, but will bear no rent so long as its produce', com- 
bined with that of those two tracts, suffices for the siistenta- 
tion of the community. But when the increasing needs of 
population drive cultivation down to the 20-bushel tract, the 
tract in (piestion will bear a rent of one buslu'l, wdiich will 
rise to three when cultivation seeks the IB-bushel tract. 

260. A New Continent.— The reader will further notx3 that 
we have connected the same community with the }>rojecting 
edge of a continent, which "we have named America, by a 
dotted line, to which we have attached the sign and figure — 8. 
These rppresent that portion of the crop of the year which is 
given to railway companies and the owners of vessels, as a 
consideration for transporting the grain to the English market. 
The net produce of these lands is, then, 20 bushels. Though 
they actually yield 28 bushels to the acre, with the given- 
applii^ation of labor, they will bear no rent till the 18-bushel 
tract of English land is brought under cultivation, wdu'n they 
will yield two bushels rent, an acre, the same as the 2()-bushel 
English tract, the net productiveness being the same. 

But sup])ose this American land is of vast extent, and upon 
it can be raised all the grain which this, or any, market 
requires, wbat will be the effect upon rents ? Why this": no 
one will now cultivate the EnglifA 18-bushel tract. Why 
should one, sinc'* a greater net i)roduce can be obtained by the 
same labor elsewhere ? This lowest grade of soils, therefore, 
falls out of cultivation. With what effect upon the rent of 
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Other parcels of land ? To answer this, let us recur to our 
formula. The rent of any piece of land is Setenniiied by the 
difference between its annual* yield and that of the least 
productive land under cultiv^ation for the purpose of supplying 
the same market. The 24-bushel English tract has been 
bringing its owner 6 bushels, an acre, rent, because, and only 
because, the IS-bushel 4*act was .lecessarily brought under 
cultivation. Now, however, that American landf with a net 
productiveness of 20 bushels, an acre (28 — 8 — 20) is found in 
unlimited^arnount, the margin of cultivation is pushed bac^k- 
wards, and the best of the English traces brings but four 
bushels rent ; the next best but t\^ o ; the 2()-bushel trai^t 
now bears no rent, as it is in comj)etition with free American 
land of indehnite t‘xteiit. 

Again, assume that the introduction of llessemi'i* stc'el rails 
and various im})rovementBin ocean navigation reduce the cost 
of transportation of American grain to seven bushels out of 
every 28, what will be the effect on English rents? Clearly 
the Aineri<\an land now has a net j^roduetiviuiess re])resented 
by 21 bushels, and, as it is of unlimited extent, all ^le English 
20-bushel land is thrown out ot ^udtlvation — for wlio would 
wish to cultivate it ? and# the rent of tlie best English land is 
reduced to thn^e busings, and tliat of the si'cond gradi' to one. 

The foregoing illustration accounts sutiiciently for tlie great 
economic, and, by consecpience, great social change, which has 
been going on in the British Islands within the last s\ years. 
Jllie reduction in the cost of trans})ortalion from the Amiu-ican 
wheat fields ])eyond the Mississippi to the seaboard, and from 
the seaboard to Liverpool, has yic.reas(*d the md productiveness 
of those fields to a degree equal to the addition of several 
bushels an acre to the crcq). This has thrown out of cultiva- 
tion much of the poorer English land, and, ]»y lifting upward 
the limit of cultivation, has decn*ased the normal rent of all 
Engfesh lands, cutting deeply, in prospi'ct, into the^inconics of 
the land-owning class. The first effects, however, have been 
most severely felt by the cultivators of the soil, who, holding 
their farms by lease, find themselves still bound to pay the 
. stipulated rents. 
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261 . Eolation of Bent to the Price of Land. — We have 

stated the economic doctrine of rent. The price^pf lahd and 
its rental value stand in a certain necessary relation to each 
jother. Land has its price because, and only because^ it c^n 
command a rent. But while the relation between the ttvo is 
a necessary one, being no less direct than that of cause and 
effect, the ratio between tke rent of land and the piice of land> 
expressed in terms of produce or of money, vari(‘s w^lely. In 
some countries, where the amount of accumulated capital is 
large ; where a high degree of civil security exist? ; where 
the rights of property are respected, and wIku-c the ownership 
of land carries with it social distinction and perhaps political 
influence, the price of land maybe twenty, twentydive or even 
thirty {lines the annual rental. In other countries, from the 
failure of one or all of the conditions indicated, land may not 
sell for more than fifteen or even ten times its rental. 

L 262. Rent forms no part of the Price of Agricultural 
Produce.— From the law of rent, as it has been stated, we 
, deduce the very important conclusion that rent forms n© part 
of the pricl of agricultural products 
No proposition which the political economist has occasion 
to announce is so startling, at the fimt hearing, as this ; nor 
does any other contend agaii^st such })ersistent incredulity. 
A^id yef^ no proposition can be more clearly established. We 
have seen (par. 182) that in the same market, at the same 
time, there is but one jwice for different ecpial portions of any 
, commodity. We have also seen (par. 137) that, J normal price, 
' is fixed by the cost of producing that ]>ortion of the supply 
, which is produced at the greatest disadvantage'.^^ 

Apply these principles to the case in hand. England does not 
raise all the wheat needed for the subi?istence of her })opulation. 
Besides cultivating the most fertile of her own fields, she 
makes heavy draughts upon the United States, France, Egypt, 
Hungary, and the Black Sea region. For the wheat of all 
these countries, however, so far as it is of the same quality, 
there is but one price. That price is fixed by the cost of raising- 
the million, say, of bushels which are raised at the greatest 
disadvantage, which means, in this case, at the greatest dis- 
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tance, viz,, on the plains of Dakota. This wheat the English 
must have ; the proof of which is found in fhe fact that they 
do have it. Now, if* they will have it, they must pay the 
cost of raising it, that is, must pay enough to induce men *to 
go to that far-off country, undergo the privations of a frontier 
life, undertake all the risks of pioneer agriculture, and submit 
to enormous charges for tl^e transportotion of their product by 
land two thousand miles to the seaboard, and, then, tliree thou* 
sand miles, *by sea. If the English will not pay this price, they 
can not ha^e the wheat. That they get the wln'at is proof that 
they pay this price, which, in turn, sets the price for all the 
wheat raised in England, and for all the wheat brought 
thither, whether from France, from Egypt or from the Bla(;k 
Sea. Wheat may be raised in Middlesex at an actual 
cost not exceeding two shillings a bushel ; but the Middlesex 
farmer will not, on that account, sell his wheat below the mar- 
ket price, say six 'shillings, which price is fixed, as we have 
seen, by the wheat from America. The difference, four 
shillings, is to be profit. for somebody ; and we will now pro- 
ceed to show that this body must be cither the kfhdlord, or 
the tenant, not the agricultural labored, and not the consumer 
of flour. , 

203. What Would Happen if Rents Were Remitted?— 

We shall best make this appear by means of an illustration. 
Let us suppose that a philanthropic gentleman, whose rent roll 
is £20,000, being greatly moved by tales of distress, knowing 
that the quartern loaf is very dear, and believing this to be 
<fue to the large rents paid for the use of land, calls his 
tenants together, and tells them that, in consideration of the 
hard times and the great suffering of the poor, he has de- 
termined to remit one-half»of the rent of all his farms. What 
would be the consequence ? Doubtless all the tenants would 
accept the proffered terms cheerfully, and humbly thank his 
honor,. But would they sell the wheat at any low^r price ? 
Not at all ; why should they ? They can get tfie market 
price for it. That price is not fixed by the cost of raising 
wheat on their farms, or any farms for which rAit is paid. 
It. is th% no-rent land that raises that last portion of the 
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?jDece$8ary supply of wheat which fixes the price of alj 
j wheat. 

But suppose, to imagine a most improbable case, that some 
ondi out of the fifty tenants on this estate were to go to the 
dealer in grain to whom he was accustomed to sell his crop, 
and say : “Mr. B., inasmuch as my landlord has remitted half 
my rent this year, I of^r you my wheat a shilling less a 
bushel, in brder that you may sell it at a corresponding re- 
duction to the baker.” What would the grain-dealer do ? 
Clearly he woulditake the wheat, at the reduced price offered; 
but would he sell it to the baker for any less ? Or, if he did, 
would the baker, getting his flour a shilling “ off,” put down 
the price of the loaf Not if he were of the sort of baker that 
you aild I know. 

But pcrhaj)s it is said, we concede that the fanners will not 
sell their wheat at any lower price, on account of the remis- 
sion of rent, but they will raise the wages of their laborers. 
Wliy should they ? Tliey can make presents to their laborers, 
just as they could hiake presents to grain dealers or bakers, 
but we arortalking now about business, and, as a matter of 
business, why should tlK‘se /ifty persons raise the wages of 
‘ tlieir laborers, in conse(iuencc of th^' generosity of their own 
landlord ? The laborers were willing to work, before, for the 
■syages^ihat were stipulated, the same wages, it may be 
assumed, which other laborers in ‘the county were receiving. 
Why should the laborers now be unwilling to work at the 
same wages ? And if the laborers are willing to work at the 
same wages, why should the farmers pay more ? 

264. Resume of the Subject. — These illustrations may 
seem v(Ty elementary, but I have known so many ])erson8, 
after a complete demonstration of the proposition we are con- 
sidering, go away, sliowing, by look or by remark, that they 
still clung to the notion that rent has, somehow, something to 
do with the price of agricultural produce, that I have thought 
it wortli the space required to repeat the demonstration and 
fully illustrate the argument. I trust it has been shown, to 
the conviciion of every reader, that nmt is a matter 
between the landowner and the tenant, not between the land' 
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lord and the agricultural laborer, or between the landlord and 
the consumer ^ol‘ agricultural produce. 

Rent is tlie surplus of the crop’above the cost of cultivation 
on the least jn-oductive lands contributing to the suj)ply of the 
market. Admitting the private ownership of land (})ars. 
493-505), that surplus, necessarily, so far as economic forces are 
concerned, is left in the hatids of the^landlord. There, so far 
as economic forces are concerned, it must remain. Vhe land- 
lord can gi\\ it away, if he pleases, just as he can give avay 
his horse, ojj his house, or any thing that is hh. lie can give 
it to his tenant, just as he could give to any one else. I>ut 
if he does, it becomes a jmre gratuity to the tenant, who, 
under the operation of the princijde of self-interest, will trans- 
mit it neither to the agricultural laborer nor to the consumer 
of food, but will retain it entire for his own enrichment. 

205. Attacks on the Doctrine of Rent Such is the 

economic doctrine of wealth, which is generally kno^'ui by the 
name of David Ricardo, though, in truth, ^it was announced 
by Andgrson, a (Scotch ex?ononiist, who wrote at an earlier 
date.* 

I postpone to Part VI. the coiii^ddefation of attacks ujion 
th(‘ doctrine of Rent, by certain American and French 
writers. 

266. The Doctrine of Rent: How Par Applicable to* 
Actual Conditions? — The Itiw of rent which has been 
expounded, is true only hypothetically, that is, upon the epndi- 
tion assumed, viz., that the owners and the occujners of land, 
each for himself, fully understand their own }>e(aniiaiy inter- 
ests, and will unflinchingly see]^ and unfailingly find their 
best market.) 

TIow much docs this mean ? A gr(\at deal ; more than ever 
was realized in any country, at any tinu‘, though it has been 

*It is not, however, wholly ine^^propriate to join the name of Ricardo 
to this doctrine, on account of tin; great fonx* and clearness vuth \vdiich 
he expounded and defended it. Anderson’s statement of the same prin- 
ciple. though ptjrfeetly correct, was so made as to attract no attention, and 
it was not till long after Ricardo made the docitrinc ^am?>us, that it 
became popularly known that the substance of it was contained in 
Anderson’s work. 
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far more nearly approached in some than in others, (Just 
what is implied in the above assumption ? ^ 

On the landlord’s part thaf (l)he would as soon take a new 
tenant as retain one whose family had been on the soil for 
centuries ; that (2) he will entertain no other consideration 
than the realization of tlie largest possible rent ; that (3) he 
knows all the facts which in any way bear upon the highest 
rate that could be charged for the use of tAe land without 
driving away all would-be tenants. 

On the tcnafit’s part, that (1) he has the mea.ns to place 
himself elsewhere ; that (2) he could carry with him the value 
of his stock and fixtures, and of any improvements made dur- 
ing his tenancy ; that (3) he knows and can intelligently can- 
vass the varying advantages of a sufficient 'number of locali- 
ties to make his choice j)ractically indefinite ; and that (4) 
neither indolence, nor inertia, nor dread of change, nor love 
of home, friends or (*.ountry, will intervene to keep him from 
his best market : that is, where he can rent land, of a given 
degree of productiveness, at the lowest annual ratc^ 

The recluJ of the foregoing conditions shows that Ricardo’s 
*law does not furnish* a *formula by which the rent of a 
single pi(‘ce of land can be detormined in advance. The 
doiitidiie is true only hypothetically, and the conditions 
‘assumed exist nowhejc. 

267, Yet this hypothetical doctrine of rent is by no means 
to be, regarded as vain and illusory. It is, on the contrary, of 
vast importance. It must be fundamental in any correct 
theory of the distribution of wealth. No })rojectile ever 
describes a perfect parabola^since the resistance of the air 
and the force of the wind will interfere to prevent an abso- 
lute com})liance with the law of the projectile. Yet the artil- 
lerist must always have reference to that law in pointing his 
piece, making such allowance for disturbing influences as 
existing ^conditions may seem to re(piire. Any attempt to 
explain the partition of the product of industry which should 
leave Econonpc Rent out of account, would be either futile 
or deceptive. 

In some countries, notably in the United Stated and in 
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England, Ricardo’s law furnishes the great underlying prin* 
ciple according to wh\ch, with more or less of divergence 
from general or from local and individual causes, ac^ti^l 
rents are primarily determinwi. In other countries, like those 
of continental Euro})e generally, where custom operates 
powerfully uj)on the rental of land, the doctrine is still of 
importance ; first, as Clearly furnishhig the outside's limit of 
rent ; secopdly, as establishing the proposition that the 
question of rent or no rent, of high rent or low rent, is purely 
a question# between landlord and tenant, nSt between the 
employer and the employed, and not b(*twe(‘n the producer 
and the consumer of food.» 

208 . Rents in the United States. — We have so id th^t in 
some countries the economic; doctrine of nmt furnishes the 
principle which ])rimarily determines actual rents. The 
United States offer the tnost striking illusti’ation of this. So 
completely is the American mind imbued A^'ith the feeding 
that a thing is worth what it will bring ; little sympathy is 
here found for the notion of classes whicli, by reason of weak- 
ness, must be hedged in from comi>etition ^ft^\ outside 
forces ; so vast are the tracts of ‘arable land not yet occu- 
pied ; so freely do our pedjde move from jdace to place ; so 
slight are their attachments to locality, that no prejudice jjfhat- 
ever would be ensated by a landlord’s demanding the ntmosf 
rent which the tenant could, and in the result, would, pay. 
The fact that the tenant actually })aid the rent demanded 
would be proof sufficient that he ought to pay it ; that the 
land was worth it, and that the landlord showed only a 
proper sense of Jiis own interest^in advancing tlu^ price. 

Nay, should the tenant refuse to pay tlu^ incTeased rent and 
give way to another, I know not aii American community 
where odium would attach to the landlord. It would be felt, 
it would be freely said : if the tenant is not willing to pay 
the prfee of the land, let some one take it who is. And what 
is true of the United States in this particular, is true probably 
in nearly equal degree of Canada and Australia, new coun- 
tries exhibiting the same general conditions of social life. 

J Here we see the unrestrained operation of the principle of 
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competition, with a wholly henoficial result. The tenant and 
landlord, being substantially on an equ^ility as id intelligence, 
enterprise and freedom of movem(‘nt, seek each his own inter- 
est, yet witliout injury to the otlR‘r. 

260. English Eents.— When, however, we i*each England, 
we find a new force entering actively to influence rents, all 
on the si(^^. of the tenaift. Here t^ie shntinie^it is universal 
that thei’c are classes whicli, by reason of wealth, ^ education, 
and socaal ])osition, are bound to do and to forbear much, out 
of regard to tlie* interests of classes deemed to ]>e jXrmanenlly 
and hoj)e](\ssIy W(‘ak. 

The g(‘ntleman must never forget, in dealing with his ser- 
vants^ liis laborers, his tenants, and even in som(‘ degree his 
trades’ people, that he is dealing with inferiors and dc'pend- 
ents, who are, in a sense, under his ])roteetion, who can not 
easily defend themselv<*s against eiuToaehm^ent or fully assert 
their own interests, and that, in conse(pience, he is bound to 
act somewhat differ^mtly, it may be wry diff(‘rently, from what 
he would were he dealing with his (‘quals. • 

, Ibit it is in regard to land that this senlinu'iU o])erates with 
tlie greatest force. Jt wotild be impossible for an English 
]ande<l ])roprietor to feel that freetlom in r(‘gard to raising 
rents ^diich characterizes the action of an American land- 
owner. A gentleman there who should umh'rtake to force up 
rents, acting on the principle tluit, if his ])resent tenants could 
not ov would not pay his juac^e, he would find others to do it, 
would feel the lasli of public indignation descend on his bacik 
till life was made a burden to him. Instead of gaining 
increase of style and state Ihrough an enli^rgement of his 
rent-roll thus obtained, his social standing would be destroyed. 

With public sentiment thus acti/lg strongly and steadily in 
restraint of the natural impulses of the landholding class, we 
should look to see a divergema^ ,of ac^tual from theoretical 
rentfi, all (^n the side of the tenant’s interest ; and such, indeed, 
WT. find to have been the case down to the time when, per- 
haps ten yeari ago, American com])etition b(*gaii to ojierate 
with prodigious and altogether unprecedented force. ‘‘The 
rent of agricultural land,” wrote Prof. Tliorold Rogers, “ is 
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eeldom the maximum annual value of the occupancy ; in many 
cases is considerahly below such an amount.” 

270. Customary Rents on the Continent of Europe.~On 
tlie Continent of Europe, rents are, in general, not detcu-mined 
by competition, but by custom, to which Mr. Mill lias assigned 
the same benefic(‘nt function in economics it has always per- 
formed in the ^sjilier^ of politics, as^‘^the most pojverful ])ro- 
tector of the weak against the strong.” In Switzerland, 
France and Italy, rents were formerly fixed almost uni\ ersally 
by the (untom of the country, at a (certain dtdinite jiortion of 
the produce of the land. This speci(‘s ^'f tcmiin*, known as the 
Metayer tenam;y, has Imhui fully recognized as giving to the 
peasantry the use of land at less than the maximum r(‘yts, as 
determined by the application of the purely economic for- 
mula. So strong is custom in protecting the tenant’s inter- 
est, in these countries, that oftentimes it ha}>pens that, where 
cities have sprung up during the continuance of a f'unilyupon 
the soil, giving a local market for prodyce, and, by conse- 
quencct raising jirices, the landlord, (‘ven in admitting a new 
family to the estate, does not attempt to exact iffarger share 
of the produce. 

“A projirietor,” say# Sismomli, writing of Tuscany, 

would not dare to impose conditions unusual in the coijjitry ; 
and, even in changing one metayer for another, he alteilSt 
nothing of the terms of the engagement.” 

271. Renta in Ireland.— We have seen how far ^actual 
giay be made to diverge from theoretical rents, all on the 
side of the tenant’s interest, by the force of public sentiment. 
Let us now turp to a country where, in the time of which we 
are to speak, the population was not homogeneous ; where 
prejudices of race and religion had engendered animosities 
that descended from generation to generation ; where no 
friendly public opinion stgod guard over the interests of a 
peasantry whose improvidence concurred with th^ gre«d of 
the landlord class in exciting a fierce and unremitting competi- 
tion for the occupancy of the soil. 

The story of the wrongs done to Ireland is so familiar that 
it is needless to enter into details to show why it w^as that in 
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Ireland nothing intervened between landlord and tenant to 
break the force of competition. It M^as not merely that the 
two classes were of different races, of different religions, and 
in S(/Tne degree also of different speech. The confiscations 
and colonizations of Elizabeth, the wars of Cromwell, and 
lastly the Penal Code, of which the ttmiperate ITallam says, 

to have exterminated tlte Calholicw bylhe sword, or ex})elled 
them, like the Moriscoes of Spain, would have been little 
more rejmgnant to justice and hnnmnity, but incomparably 
more politic” — ■^^hese were the prime causes which »had engeii- 
der(‘d antagonisms and animosities such as have rarely, in 
modern times, divided the population of any land. 

275?. Ir* addition hereto another and most potent cause 
contributed to the severity Avith which rents were exacted. 
This Avas absenteeism, a great j)art of the soil being owned by 
landlords Avho resided in Eimland and transacted their 
business through local agents, or through “middlemen,” who 
assumed the estimated rental of large estates and wrung from 
the peasantry whatever they could. • 

By a kilt'd of natural selection, out of these agents and mid- 
dlemen came to be dev(‘lop(‘d a distinct species of social animal, 
peculiarly fierce and cunning, of preternatural acuteness to 
search out every })ossible occasion for fi\*sh exactions, with 
heart of flint and face of brass. Only men with a natural 
aptitude for exaction, distraint abd eviction Avau-e selected for 
such a work ; years of practice made them perfect in the arts 
of extortion, Avhile the consciousness of being despised ai^d 
bated to the point of frenzy choked every casual thought of 
pity, and made absolute heartlessness both^ a professional 
virtue and a condition of self-preservation. 

Such was the situation in Irelaild, on the part of the land- 
lord class, furnishing all the conditions necessary^ to a rigid and 
relentless enforcement of rent, up, to the economic maximum 
— L to^the extent of giving to the owner of the land the 
entire surplus produce above the cost of cultivation on the 
poorest soils. . 

278 . How was it on the side of the peasantry? Were they 
prepared to supply the conditions which should prevent 
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competition from becoming disastrous, destructive ? Un- 
fortunately, ,tlie peasaiitfy of no country* in Europe were 
less fitted to enter upon such a struggle with the landlord 
class. Sanguine, improvident even to recklessness, the Irish 
people clung the more closely to the land the more miserable 
their lot ; multiplied at a rate inconsistent with the cajiacity 
of the soil for providing 8ubsisten%e, and competed among 
themselves for the occupancy of smaller and continually 
smaller parcels with a passionate eagerness. Had it been a 
stationary I population, like that of France, >fhich entered on 
this struggle for the fruits of the soil, the ])easantry might 
have had some chance ; .but, wdth a ])opulation at least fifty 
per cent, beyond the capabilities of the soil to support, as the 
art of agriculture was then j)racticed, while eveu-y year largely 
increased the number of eager, penniless comj)etitors, misery 
could hardly fail to result. 

In the situation described, it was a matter of course that 
rents w^erc advanced to the full limit allo^wed by the law we 
have stated. But there was more than this and worse than 
this. Rents were demanded by the agent, oj^iiddleman, 
rents were even offered by the }>easan*try in the eagerness of 
their competition, in exce«»s of the economic maximum ; in ex- 
cess of what could possibly be paid ; in many eases in excess, 
incredible as it may seem, of the whole annual produce of 
the soil.* 

274 . But, it may be asked, if the tenants could not pay the 
jents, what harm to promise them ? The landlords (‘Icarly 
would be disappointed ; but how would the tenants suffer ? 

The injury done to the peasantry through this cause was 
threefold. • 

First. The whole possible produce above the bare necessi- 
ties of subsistence, belonging to the landlord, the tenant had 
little interest in the crop or in keeping up the productiveness 

^ 

* Cottier rents are nominal in pecuniary amount, because^ these rents 

are fixed so high that it is impossible for the cottiers ever to pay them. 
The nominal amount of the rent far exceeds the whoje produce which 
the land would yield.— H. Fawcett, “ Pol. Economy.” Thi*s statement is 
.probably somewhat too sweeping. 
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of the land. Having nothing to hope for, and being in so 
bad a plight thal tlicre was nothing but evictipn to fear, all 
inspiration died out of the cultivation of the soil. What was 
done was always the least and* the meanest that could be 
done. 

Secondly. The promise of excessive, and indeed impossible, 
rents kepj- the tenant aR^ays in debt to his landlord. Hope- 
less debt differs little from slavery. The Irish cottier lived 
by the breath of the agent or the middleman. 

Tliirdly. Tluf joint effe(*.t of the causes described was con- 
tinually to lower the standard of living, and consequently the 
cost of cultivating the no-rent land* or lowest grade of soils, 
by leaking the peasantry reckless regarding the increase of 
their numbers. 

275. Effects of Unequal Competition. — In the foregoing 
description of the state of the Irish tenantry prior to 1844, we 
have an illustration of , the results of an unequal competition. 
That same force wjiich in the ITuited States, operating upon 
an intelligent, alert, active, aggressive population, under equal 
laws, pro^tii^es effc^ets oidy beneficial, in Ireland, under the 
conditions recited, })r()(lucdd disaster. 

276. Actual vs. Theoretical K^nts. — We see, then, that 
praq^-ally there .ma-y be three classes of cases in respect to 
Vent. 

First. Where, under active cOmi)etition, with both parties 
substj^ntially on an equality in respect to intcdligencc, alert- 
ness and freedom of movement, with no laws or habits 
sentiments opposing the exaction of all which any thing that 
is the subject of bargain and sale may bo worth, rents, 
as in the United States, conform nearly to the Ricardian 
formula. * 

Second. Where, among a population presenting wide dif- 
ferences of wealth and intelligenc-e, and perhaps, also, of rank 
and .political power, sentiments of personal kindline?Ss and 
mutual regard between landlord and tenant, and a strong 
authoritative , opinion throughout the community respecting 
the obligations imposed by the ownership of property, espe- 
cially of landed property, serve, as in England, and in many 
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countries of the continent of Europe, to reduce the pressure 
of the landowning upon the tenant class ; making the land- 
lord slow to seek occasions for raising rent ; reluctant in forc- 
ing matters with the tenant to extremity, and altogether 
unwilling to proceed, in the case of a decent, well-meaning 
tenant, to distraint and eviction. Hence it comes about that 
rents vary widely from the RicardiJn formula, alvjays on the 
side of the tenantry. 

Third. Where, with a tenantry ignorant, improvident, per- 
haps reckli'ss in respect to family increase, an^ by consequence 
unable to offer effective resistance to an acquisitive, aggres- 
sive treatment of the question of rents, little in the way of 
sentiments of personal kindness on the j>art of landlor^, and 
nothing in the Avay of an authoritative pii})lic opinion, enters 
to restrain the impulses which tend to advance rents. Here 
we have a result^ of ultimate injury to the economic interests 
of both parties and of the entire comimnity. 

277. The Rent of Pastures. — We haye thus far spoken 
only of the rent of arable land. We have taken this first, 
not only because it is most important, so fa^^s the mere 
amount involved is concerned, but also because the principles 
governing remt can be here most easily discerned. If we 
have done our work well, there will be little diflicuj^y in 
applying the })rincij)les discovered to the rent of pasturetfe, 
water privileges, building lots, mines and Avood lots. 

We have, throughout the foregoing extended illustration, 
•assumed the existence of a consid(‘rable body of no-rent, 
arable lands, furnishing the base-line from which the rentals 
of the superiov lands are respeVtively measured. To a certain 
extent this assumption corresponds to the facts of agriculture. 
More commonly, however, those lands whose net productive- 
ness is so low that they could only be cultivated on the con- 
dition of paying no rent, are turned into pasture or grazing 
land.'* We might, therefore, say that, in many fjgriaultural 
regions, the base-line for ascertaining rents, is furnished by a 
certain grade of pasture-lands, large tracts of 'v^hich would 
yield but a scanty subsistence to a few cattle or sheep. Then 
• come the more valuable pastures, which pay an appreciable 
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rent, and, parallel with these, arable lands of moderate fei- 
tility, paying, also’, an appreciable rent.; 

As we go upward in the scale of fertility, lands may be 
transferred from grazing to tillage, or from tillage to graz- 
ing, according to the demand for animal as compared with the 
demand for vegetable productions, at the time prevailing in 
the local market, or accofding to other conditions which we 
>need not enter into here. Arable land is, also, often turned 
I into pasture for the purpose of allowing it to recuperate in 
I respect to c(‘rtahi ])roperties of the soil which k»ave been 
; unduly drawn upon by the crops of previous years. 

While, thus, a large part of the lands of any agricultural 
district may be used interchangeably for tillage and for graz- 
ing, it seldom happens that the best lands are used at all, or, 
at any rate, for more than the briefest period, as pasture. 
Generally speaking, the poorest lands are always used as 
pasture, tlie richest lan^s are always cultivated excepting, 
only, during intervj^ls re(purcd for reeu}>eration. It is in 
respect to the intermediate grades of soil that the altewiation 
referred toV.J'^es plact*. The principle which determines the 
rent of pasture lands isflie rfameas that with which we have 
already become familiar through on#' discussion of rent in its 
appUpiation to arable lands. 

*'278. The Rent of Water Privileges.— Water privileges 
have three uses : first, for pow er, in connection with saw-mills^ 
grist-njills, cotton -factories, etc.; s econdly, for the supp l y of 
wat er, for drinking, washing, and other domestic purposes, t(\ 
cities and towns ; thirdly, f or the irri gation of land , for the 
purposes of agriculture. The wolume of water, the conven- 
ience of its application to the purpose for which water is, in 
the specific instance, required ; proximity to the market, that 
is, the place where the water is to be used, these are the 
principal considerations which determine the productiveness 
of wat^r-pcivileges for the purposes of rent. For the supply 
of cities and towns, the quality of the water also becomes an 
element of importance. 

/^Productiveness being thus estimated, there are all degrees 
of productiveness among water privileges. There are the » 
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no-rent privileges, which, by reason of distance, or inconven- 
ience of* application, or of insufficient or irrd^ular flow, are not 
used at all, or only used on condition that no compensation is 
exacted therefor.)! Above tlvese, are found low-rciit privileges 
and high-rent privileges, the measure of rent being the degree 
of productiveness. 

270. An instructive illiistration od the relation of^monopoly 
to value is often afforded by the action of water-power com- 
panies, in regulating the prices they charge for j)ower, according 
to the pricif of coal. In, for example, a given textile manufac- 
turing city of New England, if coal can be delivered at four dol- 
lars a ton, the water-power company sells to a cotton or 
woolen-mill the right to take water sufficient to create its 
fall through a given number of feet), one-horse power, for, say, 
$24 a year, that amount representing the estimated cost of 
maintaining one-horse power, throughout a year, by the 
consumption of coal, at four dollars a ton. Should the price 
of coal fall to, say, three dollars, the w^y^er-power conij)any 
would veadjust its charge to meet the changed conditions of 
comj)etition with steam. 

Within the limits thus determim*d, fhe price of water-power 
is a monopoly price, being entirely irrespective of what it cost 
the company to acquire its rights and construct its works^^and 
of what it may cost to keep up its service. To that monopoly, 
however, a limit is set by possible competition with steam- 
power. 

^280. The Rent of Building Lots.—The rent of building 
lots is determined by the principles already set forth. There 
are no-rent building lots in ,abundance. Every township 
h^s its squatters whose cabins, placed out. of the way, on 
worthless land, pay no retit. Even in the neighborhood of 
large cities, shanties are perched on the rocks without objection 
from owners of land which, in another twenty or fifty years, 
may bear a high rent. , ^ ^ 

But something more is wanted in the case of a building, 
than ground to stand upon. The building must be placed 
with reference to its uses ; and it is the productiveness of the 
Jot in that respect which determines the rent. Among build- 
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ing lots that hoar a rent, the minimum may be said to be 
determined by the value of land for the purposes of agricub 
ture . ) A man leases a hundred acres of arable land, of uniform 
quality, for $500, a year, and placos his house upon some conven- 
ient spot, o(*cu])ying, with barns and sheds, half an acre of 
ground. The rent of this building lot is $2.50 a year. If he 
were a market gardener bear a larg« city, the rent of the lot so 
occujiied miglit be $25, If, on the other hand, he were a 
market man instead of a market gard(*ner, he mi^ht pay $50 
for the rent of the ground on which to build his coUage in the 
suburbs of the city, and five times that sum as the ground rent 
of his little shop in the heart of the city. If a banker, he could 
better afford to pay $2,000 or perhaps $5,000 ground rent on 
State Street, or Wall Street, or Lombard Street, than occupy 
j)remiHes half a mile away were he i>ermitted to do so for 
nothing. 

The ])roductiveness of land occu})i(*d for the purposes of 
manufacture or trac^e, has refenmee to the number of persons 
passing tlirough the street, or to the j)roximity of* water- 
privileges, v.:(s,wharf -privileges, or railroad stations, or to vari- 
ous otluT facilities forVitlter doing a greater amount of busi- 
ness with the same capital, or for ^^iving ex])enditure upon a 
givj^amouiit of business. Such lots being limited in number, 
yet held by comj)eting owners, their nmt conforms (;losely to 
the Ri(;ardiari formula. In r(‘gard to this kind of nmt, com- 
petition is, if not p^Tfect, at least v(‘ry active on both sides. 
"No favor is shown or asked ; the two parties to the bargayi 
are regarded as equal. The landlord gets all the land will 
bring, if not from one tenant^ then from another. The ten- 
ant expects to ])ay all that any man will be willing to give :ior 
the commercial advantages of occiq)ying the ground. 

281. The Rent of Mines. — The rent of mines is not gov- 
erned wholly by the economic la]v of rent which, as stated 
(par.^^53\ has reference to the native and powers 

of the soil. Under proper care and husbandry, cultivation 
does not exhqust the soil. With rotation of crops, with 
annual manuring and an occasional season of rest, such as are 
provided for in most English leases, the land returns to its 
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owner, or liis representative, after 30 , or 50 , or 99 years, with 
nniinpaii’ed yrtue. The enjoyment of wat\‘r privileges does 
not exhaust the capacity of tlie rtver. Tlie occupation of the 
ground for a generation ^oes not contract tlie surface 
available for the same or a different use by another 
generation. 

By the very nature.of si^cli deposits, the enjoyment of min- 
ing privileges (Jiminishes the sum of the mineral in existence. 
*^lie mine iJiay be “worked out ” in ten years or in twenty or 
in fifty, anfl nothing but an ugly jut be returiA'd totlu' owner, 
at the ex}>iry of the lease. The rent of such jiroperties is not, 
therefore, regulated liy the Ricardian formula, without modi- 
fication.'/^ The rent must be increased sufhciently to con^ien- 
sate for the ultimate exhaustion of the deposits : the destruc- 
tion of the value of the estate. Otherwise, the rule of rent 
for these projierties is the same as in th(‘ cas(‘ of other natural 
agents. •^The cliit^f elements, here, in determining iwoductive- 
ness for the juiiposes of rent, are the quality of the product, 
the extqnt of the deposits, the depth of working, the distance 
from a market. ^ 

There are, in the United States,' vai^t deposits of coal, for 
instance, near tin* surfa(u',.i not far from a market, which wdll 
not pay for working, even if no rent be exacted, because ^the 
quality is jioor, though the cnal wdll burn, will give nut light 
and heat, and, if delivered at? the furnace free of cost, w^ould 
be worth using. 

^ There are other dejiosits of coal, of excellent quality, 
which wdll not jiay for w^orking by reason of the thinness of 
seams, or their narrow extend laterally. There are, again, 
vatt deposits ol' good coal, wdvich, by reason of their depth 
below the surface, are not "sought by productive industry and 
perha|)s never wdll be. There are still others which, by rea- 
son of distance from market are not now worth taking up 

thc'^overnment rates, which may in another centqry ju})ply 
great manufacturing cities with })ow'er. These and other 
mines, a little more fortunate in character or location, which 
will just pay for w^orking, furnish the no-rent mines. Above 
these are mines which j)ay rent, tlie degree of productiveness 
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rising until the rental of a single mine becomes the income of 
a prince. 

282. The Bent of Woodlbts. — Woodlots and timber lands 
are, in fact, seldom rented in tl?e United States and other 
new countries ; first, on account of the difficulty which would 
be experienced in preventing waste and abuse by a tenant ; 
and, secondly, because it ‘is generally more profitable to cut 
off the whole body of wood or timber at once, than to pick 
from it, year by year, a certain proportion of wlial is stand- 
ing. For these 'reasons, woodlots, when they reaci the right 
condition for cutting, are commonly sold to large operators, 
at prices determined by the ‘‘ net productiveness ” of the 
individual tracts, reference being had to the amount and 
quality of timber and other wood, to the distance from market, 
facilities for transportation, etc. 

The price at which an individual w^oodlot may sell, once in 
thirty or fifty years, may properly be conceived of as related 
to an annual rental, not collected at the time, but allowed to 
accumulate against the day of sale. 

In ohl QOi^^Jiries, where the value of wood and timber bears 
a much higlie.r proporticjn to the wages of labor, than in new 
countries, and where the tracts sa occu})ied arc generally 
surrounded by dense pojmlations, woodlots and forests are 
more commonly culled from year to year, instead of being cut 
off all at once. In such a condition, the Ricardian formula 
of rent would strictly apply to the several tracts supplying 
any given market, although, as a matter of fact, an ownep 
would be likely to conduct the cutting of the wood and tim- 
ber himself, or through his paid ag(‘nts, on account of the 
difficulty, above referred to, of preventing waste and abuse qn 
the part of a tenant. 

283. The Bent of Buildinge and of Permanent Improve- 
ments on the Land.— The so-called rent of buildings, exclusive 
of ground rent, is not governed at all by the economic law 
of rent, but by the principles which regulate the Interest on 
Capital, of which we are next to speak. A man owns a build- 
ing lot, for which he could obtain a ground rent, that is, rent 
proper. Being also a capitalist, he erects a building thereon. 
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Why does he so ? Because he believes that, in addition to tlie 
rent of the ground, he can also obtain, for ’the occupation of 
the house erected thereon, a fair remuneration for the use of 
his capital, a remuneration,, equal (damage, trouble and risk 
of loss being tak(m into account) to what he would receive 
were he to put his ca])ital into the form of live stock or rail- 
road shares, or govcKiimept bonds, ^flie building is an invest* . 
ment of ca]>ita*l. If his investment has been shrewdly made, 
he will re<|eive from his tenants a sum which, in the vieiv of 
the ecoiKfinist, consists of two i)arts, rent I»roper — ground 
rent — and interest. We shall see, in tlie next chapter, that 
these two elements of .that remuneration are governed by 
widely different laws. 

^84.lThe Unearnod. Increment of Land.^We have seen 
bow rent arises, under the pj-ivate own(‘rship of land, and 
what principles govern its amount and economic direction. 
"We have seen thtit rent is purely a question betwe^ui landlord 
and tenant, not between emjdoyer and em^)loyed, not between 
the producer and the consumer of agricultural produce. W^e 
have seen that, conceding the private owinu’shi wf land, rtmt 
must, so far as economic forces aic c*oncerned, remain in the 
hands of the owner of J«and ; that it can only get into the 
hands of the tenant as a gift ; that if it reaches the hand^ of 
the tenant, iJO economic forces will carry it into the hands cf 
the agricultural laborer or of the consumer of food. It can 
only get there by a further gift or series of gifts. 

We have also seen that, whenever the limit of cultivation is 
towered, that is, whenever a less productive grade of soils is, 
by the increasing demands of po[)ulation for subsistence, 
biught under cultivation, the rents of all previously culti- 
vated lands are correspondingly raisi d, to the enrichment of 
their owners, not by reason of any increase in the yield of 
such lands, or by reason of any greater exertions put forth by 
the o^ers, but solely by reason of the necessity qf epUiva- 
ting a lower grade of soils. 

Upon this view of rent, has arisen the question. Why should , 
the private ownership of land be permitted to exist ? at any 
rate, why should this incident of private ownership, the 
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aggrandizement of tlie owner through the growth of the com- 
munity, be longer permitted to exist? Why slipuld not this 
“ unearned increment of land,’ to usci Mr. Mill’s phrase, go to 
the community, and not to any individual ? 

This demand has been made very vigorously, of late years, 
by a school of writers which embraces more iLan one econo- 
.mist of re])utation. As tiie elements of »the question are not 
purely economic, but embrace considerations of political 
equity and ])olitical exj)ediency, I shall reserve ill remark 
concerning it tilhWe reach Part YI. 


CHAPTER III. 

INTEREST. 

285 . Defi*«,t.ion of Interest. — We have seen one share cut 
off from the product of rndustry — rent ; one claimant satisfied 
— the landlord. The reader now sees why this topic was first 
treated. In economic theory, this is ever the first claim to be 
adjusted and ])aid. We can make no progress— not so much 
as by a single step — toward discovering the principles which 
govern the division of the ])roduct of industry^ among capiv 
talists, c*mploy(‘rs, and laborers, until rent is taken out, until 
the claim of the landlord is satisfied, llcmce the topic, Rentj 
comes first, in a treatise on the..distribution of wealth. 

We are now to speak of Interest : the share of the Capitalyt 
in the ju’oduct of industry. 

In Part IT. we inquired into the origin and office of capital. 
We saw that capital consists of savings out of earnings, the 
native powers of the earth, air and water not being regarded 
as capital. W ealth having been produced, some of it, much 
of it, must soon be consumed, in order to sustain the produc- 
ing classes, 1ind to repair the waste inevitably attendant upon 
production, and even upon the mere lapse of time. All of it 
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may be so consumed, and will be, under the urgent and con- 
stantly recurjing desires which wealth alone’can satisfy, unless 
some motive for saving can be found whicli shall prove strong 
enough to withstand the impulses to immediate gratification, 
and to wrest a portion of wealth from the jaws of appetite. 
We have shown what that motive is, and how it manifests 
itself in a barbarous coinlition. 

t 

In an advanced state of society, the motive to saving is not 
so much fJund in .tlie desire of tin; individual to accumulate 
tools and iSaterials for his own handling, as in the desire to 
obtain interest from some one (‘Ise, for the use of tliat })ortion 
of wealth whose consumption is tlnis pf>stponed. To the 
varying strength of this motive with different mvni. 3 and 
different races, we vshall have occasion to refer further on. 

280, Interest not Paidfor the Use of Money.— It has been 
said that interest is the compensation ]>aid foi’ tlie use of (‘ap- 
ital. The usual form of stahuiient is that inter' d, is paid 
for the use of money. Broadly speakin<{, this is not true. 
Money, ^diich is one of the many forms of capital, is, inde(‘d, 
often the agent in effecting the loan of otluT sp^Ties of capi- 
tal. But in these cuvses, it is not Ehe money, phih)so])hic,all} 
•considered, that is borrowed : -The interest ])aid is for tlie 
use of the capital obtained through that agency. OMed>or- 
Tow's $5,000, and gives a nv)te for that sum, with interest. 
With this money he purchases live stock, rnacliinery for his 
factory, or goods for his trade : these were what he wanted , 
tj^ese were what he really borrowed ; these are what be 
pays interest upon. The money was solely a means to that 

ut money is not always, it is not in a majority of cases, 
•in a highly advanced state bf industrial society it is, indeed, 
rarely, the agent in effecting the loan of ca])ital. The coun- 
try merchant buys goods gnd gives his notes for two, four, 
and six* months, promising to pay the price with inbtwcst. 
Interest on what ? On money ? No money passed in the 
transaction. What was borrowed was hardware and crockery, 
dry goods, and groceries. The young farmer buys cattle to 
stock his farm, and gives his note, promising to pay, with 
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interest : not interest on money, for he has had none, but 
interest on the value of cows ,and working oxen. 

287. The Rate of Interest.— Let us now inquire how the 
rate of interest is determined. * 

Since the use of capital is a matter of bargain and sale, or of 
exchange, what should determine the rate of interest but the 
'demand fo*, and the supply of, loamible capital ? 

Here we see the futility of the notion, which, from time to 
time, obtains a strong hold on the public mind ol^ America, 
and, indeed, of all new countries, that the rate of interest is 
to be lowered by increasing the supply of money through the 
issue of pai)cr notes. Men wish to borrow that they may get 
conl\ :)1 of the agencies of production : capital in its various 
forms. .The amount to be })aid for the use of capital will 
depend on its abundance compared with the occasions for its 
})roductive use. The issue of money will not increase the 
number of horses and cattle and plows, nor will it build shops 
and warehouses or construct machinery for manufacture or 
for transport. 

If the people of a community be thriving and progressive, 
the demand for capital, to start new enterprises, or to enlarge 
those already established, will be very great. If the commu- 
nitj^'ie, also, young, having brought to new fields the social 
and industrial ideas, tastes and ambitions of an old society, 
the supply of capital will be scanty, and the rate of interest 
will rule high. 

288. Is this high rate of interest a hardship? No, the hard- 
ship lies in the scarcity of capital. The high rate of interest 
becomes the active means of removing that ha’'dshi]), through 
increasing the supply of capital available to meet the deniafd. 
/A high rate of interest is not an evil, but the cure of an evil. 
How is this ? 

Capital is, as we have seen, the result of saving. Interest, 
then,* ‘is the reward of abstinence. A part, a large part, of 
all produced wealth must be at once consumed to meet the 
conditions V of -human existence; but the remaining portion 
may be consumed or may be accumulated, according to the 
will of the owner. The strength of the motive to accumu’- 
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lation wiJl vary with the reward of abstinence. If that be 
high, the disposition to save will.be strengthened, and capital 
will be rapidly accuniiilated ; if that be low, that disposition 
will be relatively weak, and capitiil will increase slowly, if, 
indeed, the body of existing capital be not dissipated at the 
d(‘niands of appetite. ^ 

We do not say that the strength of the dispolition will 
increase proportionally to the increase of remuneration ; that 
it will, for instance, be onc-tifth grt'ater at six,per cent, inter- 
est than at five })er cent. Moral jdiilosophy has reached no 
such precision in gauging motives. Ihit it is certain that, 
among the saiiu* peo})le, and at the same time, the higher the 
rjite of interest the strong<*r will be the motives wJiich Icatl to 
saving : the more rapid the accumulation of capital. 

So we S(*(‘ that a high rate of interest, instead of being the 
cause of an evil, i-j really its cure ; and that to depr(‘ss the 
rate of interest, as, for example, by fore.e of law, ould be to 
retard tlie ])r()cesse8 by which capital is 8U|tjilied. 

As a iTigli rate of interest is not in itself an evil, so a low 
rate of interest does not necessarilv ii>)4)ly a condition which 
is a subject of congratulation. ■ A low rate of interest may 
mean that, in a thriving, progressive community, the accumu- 
lation of capital has gone on so rapidly as to outrun the occa-, 
sions for its productive use. Jt may mean that the people arc so 
dull, indolent and unambitious, or the state of society so 
disordered, that commercial and manufacturing enterjfi’ises 
aA* not undertaken, and no enlargement of traditional indus- 
tries is looked for. A small amount of capital more than 
suflfees for such scanty needs. 

^ In general, taking all classes of producers into account, this will he so. 
Yet tlie effect of a reduction of the rate of interest is not wholly upon 
one side. Prof. Marshall very justly exhibits an effect of a reduction of 
the rate 9f interest, which, with a certain chuss of producers, Aigli^ and 
probably would operate in the opposite direction. 

“ A high rate of interest no doubt affords a lilxjral reward of abstinence, 
and stimulates the saving of all who are amhilious of earning*social posi- 
tion by their wealth. Again, if a man is in doubt w^hethcr to save in 
ofder to make provision f(jr himself or his family, the expectation of a 
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280. The Eatq of Interest tends to a Decline.-rl^eBpite 

the urgent and ever-rccurring demands for thd consumption 
of •wealth in various forms of self-indulgence ; despite the 
occasional reversal of tlie course of accumulation, in the occur- 
rence of war ; despite all the effects of misgoveriiment and 
social disorder, wealth t^mds strongly to increase. Since the 
Application of steam-power to nnfnufactures and transporta- 
tion, this rate of increase has been so great as even to trans- 
cend tlie demand for the uses of wealth in undertaking new 
industrial and commendal enterprises, and thus, with some 
temporary exceptions, interest has tend(‘d to decline. 

In this resj)ect interes ^ liffers markedly, we may say, essen- 
J^llJ, from rout. The latter tends to rise, with the lapse of 
time, the increase of poj)ulation, the growth of wealth. The 
former tends to decline under the same conditions.; This con- 
stitutes one of the two reasons why the, economist insists 
upon treating interest and rent separately in his discussion 
of the distribution l>f the product of industry. The second of 
these reasons will now be stated. * 

290. There is notiany No-Interest Capital. — We have 
seen (j)ar. 255) that the whole tlmory of rent rests on the 
assum])tion that there is a body of no-rent lands.j These serve 


high rate of interest may induce him to save ; because the higher the rate 
of interest, the larger the amount of future enjoyment which can be 
obtained by sacrificing a given amount of present enjoyment, 

“ But the history of the})ast and the observation of the present show 
that it is a man’s temperament, much more than tlie rate of interest to be 
got lEor hij savings, which determines whether he makes provisionjjfor 
his old age and for his family, or not. Most of tliose who make sue' i a 
provision would do so equally whether the rate of interest were low or 
high. And when a man has once detormined to provide a certain annual 
income, he will find that he has to sav« more if the rate of interest is 
low tlyin a it is high. Suppose, for instance, that a man wishoff to pro- 
vide an income of £400 a y(‘jir on which he may retire from business, or 
to insure £400 a year for his wife and children after his death. If the 
current raW of 'interest is 5 per cent., he need only put by £8,000 or 
Insure his life for £8,000 ; but if it is four per cent., he must save £10,000 
or insure his life for £10,000.” 
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as the base from which to measure ui)war(ls tlie successive 
degrees of pr^iductiveness of the lauds bearUig rent. 

In the theory of ca})ital there* is nothing to correspond to 
this, frhe economist does .not tind any no-interest capifal. 
Jn thcoryj all capital bears an interest, and all portions of 
capital bear equal interest. If one portion, in fact, brings no 
interest to its owner, or brings an inlerest below that obtainei^ 
by the owners of other portions, this is bec'.ause of misadven- 
ture, due lo ae-cid(‘nt or erroneous calculation, not to the 
nature of Slie ca])ital itself.' 

Of course, it is anticipated by the pr)lilieal e(;onoinist tlir.t 
the interest rcaliz(‘(l bj" jvortions of ca]»ital i^ctually loaned will 
vary not a little, even within the same market, inasmuch as 
competition is never perfect in any spliere '; but wliat has 
been stated shows how fundamentally the theory of interest 
ditfers from that of rent. 

201. Is there *a Minimum Bate of Interest P — We have 
said that the inducenieiit to save diminishes, other things 
equal, 14s the rate of interest falls. Is there a point at which 
the disposition to consume wealth for pur])oses^()f comfort or 
luxury will equal in strength tl.^. dit.i)osition to acquire an 
annual income by saving wealth for j)roductive uses, so that no 
further accumulation wall take place, the savings out of earn- 
ings thereafter being only sufficient to make good the waste »f 
production and keej) uj) the stock of ca])ital? 

If there is a minimum rate of interest, it is very }» Fif- 
teen or twenty years ago, six per cent, was the traditional rate 
of interest in New England, and probably few of us then 

J ught that, if the rate were to go lower, it really would bo 
rth while to* “save.” We had become so accustomed to 
per cent, that it had cf>me to se^ m as if there were some 
law of nature that fixed that rate. Six per cent. ? Why of 
course a man would get six per cent. ? Yet since that time 
we haire seen the rate of interest steadily fall, in consequence 
of the vast a(;cumulation of capital, till now loans of capital 
are to be had on good security at four and one-half or even 
four per cent., while the government borrows all *it wants at 
•three and one-half or even three. The English government 
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has long borrowed at three ])er cent. The government of 
Holland during the most flourishing jjcriod of^ the' republic, 
was even able to borrow at tWo per cent. 

*292. Income from Investments, how Computed.— Mis- 
apprehensions regarding tlie actual rate of interest are not 
infrequently occasioned by the failure to note, what would 
appear v(‘ry plain, that tile amount of interest })aid upon bonds 
or notes, and the amount of dividends declared uj>on shai*(‘s of 
cor])oratc stottk, should be compared, not with a i^ominal par 
value, but witluthe sum actually invested in the |>urehase of 
such bonds, stocks, notes or shares, or else with the sum for 
which these would at the time bring, if sold. 

Thus, we read in the newKpa])ers, that the Boston and 
Maiiie railroad, in May, 1887, declared a semi-annual dividend 
of five per cent., being at the rate of ten per cent., a 
year. 

This statement, by itself, might create the impression that 
investment in th(‘ stock of this road would be a jieculiarly 
profitable one. A reference, however, to the sto(‘k quotations, 
in another column of the same news])aper, would have shown 
that the shares of thift nwlroad were them selling at about 
$2a0, on the ])ar of 1 100. A person, therefore, buying a share 
of this stock, in April, 1887, would have received but a trifle 
over four jier cent., per annum, which was about the rate of 
interest then }>riwailing upon ‘‘ bottom mortgages.” 

On the othiu* hand, a numlier of railroad companies, during 
the great speculative extension, 1868 - 1873 , advertised to s<jll 
at seventy dollars, bonds for one hundred dollars, bearing 
seven })Cr cent, interest. Wh^t, then, was the rate of inteijest 
promised., on this investment ? Seven j)er emit. ? No ; ilie ^ 
rate of interest promis(*d to be ])»id was ten ptT cent., aivd 
even, as we shall see, more than that. The investor paid ’ 
seventy dollars for a bond, to receive upon it annually seven 
dollars onnterest, })er year, until ttie bond should matiye, and 
then *lo receive $100 in money, whereas he only paid down 
$70. In other words, he was, on the expiry of the bond, to 
receive a pYernium of $ 30 , over and above an annual interest 
>f ten per cent. The “present value” of this premium 
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would depend on the length of time the bond had “ to 
run.” ' ^ 

293. False Interest : Insurance of the Principal.— A great 
deal that is paid under the name of interest is not intere;;t iir 
the true. sense, but is merefy a premium for the insurane.e of 
the principal sum lent. Real interest only comprises that 
part of the payment made widely would be })aid, were the 
return of thc"j)rincipal, at the date of the maturity of the oltii 
gation, a matter of r('asonabl(‘ certainty. Absolute assurau'^e 
can be T|<iched in no human transaction ; but where the risk 
is so small that it amounts to nothing in the mind of the 
lender, as in the case of British consols, or of a ‘Mmttoni 
mortgage,” wliere the sum lent is only a half or a third of tht^ 
value of im])roved real estate, we have an inst ^nee of ’♦al in- 
terest, pure and simple. 

Whatever, in tlie same market, at tlie same time, is paid 
above this, for J,he use of capital, is of the nature of insurance 
against the risk of losing the amount hmt. If rate of real 
interest in London is a per e(‘nt., as determined by the price 
of consols, loans on various kinds of fair security may range 
from that rate up to 5 or G j)' r ^M>nt,; while the tim(‘ not(‘- 
brokers are ‘‘shaving” the “]»aj>er” of s(‘cond and third rate 
dealers at from 10 to 20 per cent, discount. 

294. Extra-Hazardous Risks. — The operation of th'. tnimT' 
of the person who lends cajutal, at a high int(‘n‘si, ipon poor 
security, is a familiar one. He si^es the opj)ortunitv to obtain 
interest j)roper — the normal remuneration for forbearing to 

* oonsiime in immediate self-indulgem^e tlie wealth lie has 
created, or come into possession of — without encountiTing any 
fappreciable risk of losing tVe jirincipal sum. But there is 
offered him a higln^r, perhajis a n.uch higher, rate* of inter(‘st, 
for a loan into which a chance of total loss enters, llis mind 
balances the risk against the jirize. The yearly value of the 
latter is dt‘finite. It is Miree, five or ten per cent, on the sum 
asked to be lent. Were he to receive this added hit(=i»est for a 
^juffioient number of years, he could even afford to lose the 
principal. He may receive the interest dumng.the full term 
of the obligation, and then have his principal back again, lie 
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knows also that lie may receive but one or two annual pay- 
ments of interest,* and then be compelled to recognize his 
investment as a total loss. * 

Of the degree of risk there i^^ no measure. The ablest 
statistician, the first financier of the world, could give no 
mathematical statement of the chances for or against the ulti- 
mate repayment of the Ifian. ThiMuatter lies very vaguely 
even in the* mind of the shrewdest banker or broker. He sees 
that there is great risk or little risk, very great ri^k or very 
littl(‘ risk, or that* the elements on which the ability m the bor- 
rower is to depend are altogether shi‘oud(id in uncertainty ; 
but as to giving a mathematical ex])re,ssion to the value of the 
loan, based on the chances of loss, the man who does this is 
deceiving cither himself or some one else. 

295. With the great majority of hinders no calculation 
whatever, deserving of the name, ent(‘rs into the negotiation 
of loans where more than double interest is paid. The capi- 
talist is simply tempt(*d beyond what he is able to bear, or 
else, if a man of another t(‘mper, the enhanced inducement 
becomes of itself a reason for refusing to lend his money, and 
he shuts the door upon negotiation. Look at the hundr(‘ds of 
millions, the thousands of millions^ that have been sunk in 
railway shares and mining stocks by jiersons who had not the 
sm^est (pialifications for estimating the value of the risk, but 
whose prudence gave way under an offer of ten, or twelve, or 
twenty per cent. Writers on Interest are too much given to 
assuming that the losses sustained in extra-hazardous invest- 
ments are balanced by the gains, and that the ‘‘ average rate ” 
is somehow maintained. The fad is, few lenders are cajiable 
of makitigany computation of the value of the risks they tak4; 
few even go through the form of d(«ng so. P*, 

^ ^'Thc only thing that can be said with assurance is that the vast 
majority of lenders on extra-hazardous risks are losers. The 
high rate of interest proves a snare.*^ Tempted by the offer of 
12 or *3o per cent., they take risks for which 40 or 50 would 
be inadequate. Interest is paid, dividends are declared, just 
long enough to'^complete the subscription, just long enough to 
secure the last gudgeon in the pool. And it is often astonish-. 
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ing to note the class of men who contribute to a scheme which 
is in its very Jerms an insult to commoii-sttise. Bought wit 
is the best wit ; but in this matt6r, experience seldom suffices 
for wisdom. The susceptibiUtj’’ to humbug is jxTeiinial in flie 
human breast. After a dance of folly, in which figui*o “ The 
Periwig Company, and tlie Spanish-Jactass (\)inpanY, and the 
Quicksilver-fixation Company ; ” in ^?hioh prospectus vies with 
prospectus to see which shall be the more] preposterous ; and in 
which invoitor vies with investor in recklessn(‘ss, there comes, 
indeed, a rating spell, more through exliausticm of means than 
through acquired ])rudence ; but the first tingle of reviving 
activity in trade starts tl\e fever of speculation anew, and the 
knaves find the dupes as numerous and as credulous as ever. 

206. The Wreckers of Trade.— The foregoing remarks ajpply 
to the great majority of investors who take extra-hazardous 
risks. Yet there are in every large commercial (iommunity 
those who reap enbrmous rates of interest with onlv rare losses 
to offset their gains. These are men with preternatural sagacity 
to know^when it is safe to trust a rogue, how far to ride with 
a spendthrift towards his ruin, just the point at ^hicli to leave 
a tottering house whose foundations th^y have undermined by 
drains of exorbitant interest, just the momimt at which to 
“ unload ” a stock : men with the cunning to seemre themselves 
against loss, whoever may suffer ; men wlio have the hardness* 
,to exact the last penny of their dues, at what(‘ver distress to 
the debtor. Such men arc the wreckers of trade. Their gains 
ar^ great, for they reap the enormous profits of extra-hazardous 
risks, yet seldom lose in the principal sum lent. Rarely, in- 
deed, is an embarrassed firm saved by their aid. Resort to j 
them is the almost certain precursor of ruin. It serves.to delay | 
,isi^catastrophe a little, only to make it utter and remediless 
at the last. 

297. Double Interest.— The foregoing remarks apply only 
to extrjvhazardous risks, where, to put it roundly, mpre Jihan 
double interest is paid. With investments or temporary loans 
inside this limit, a different rule obtains. The rates of inter- 
est paid are still graded with little real appreciation of the 
ipgrees of risk taken ; the sums obtained as insurance can not 
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be assumed to be projjortioiiod to the hazard ; yet it is gen- 
erally possible for an investor or lender to say, this is more 
safe than that : the adverse ehances here are few and small ; 
aVe many and great there. ^ 

But there is a more marked difference between extra-haz- 
ardous and ordinary risks in the loan of capital. With the former, 
the rat(‘s obtaiiuvl are, sni a whole, takiyg all classes of invest- 
ors or lenders together, below the actuarial talue of the risks 
taken, and such loans and investments, in spite of the acute- 
ness of th(‘ ])r()fessional money-lending class, resnlj., as a body, 
in loss. With ordinary risks, the rates of interest are, on an 
average, above their true value, as estimated from the basis of 
bottom mortgages and government loans. 

I T^'or example, in England, a few years ago, the return from 
capital inv(^sted in government bonds was about S.S per cent.; 
while the savings banks realized on tluur investnuuits, whi(di 
may be assumed to have been made in a conservative s})irit, 
per cent., and the average return to investors in railway 
stocks was 5 per cent. Now, here is an undeniable case of 
disproiKirtion. Any shrewd and sensibh* man, scdling *,£ 1 00,000 
of consols, investing t'he proceeds in the shari‘s of ten repu- 
table railways, and com[)ounding through a term of years the 
oxtra ]>er cent., ])er annum, would create a fund far more 
4 tlTaii sufficient to offset any losses he might sustain in an in- 
dividual case, dins disproporti(|n is due first, to the estimation, 
higher tlian an actuarial value, j)laced by large classes of invest- 
ors upon the feeling of security, the absence of all apprehensions 
and occasional alarms, and, secondly, to the favor extended 
by the courts to the investmjmt of trust funds in government 
bonds. . * I 

298. Differing Rates of Inter(^st in the Same Markj.t.~- 
We have laid down the prot)osition (i)ar. 13 lI) that in one 
market, at one time, there can be but one ])rice for ecpial ))or- 
tioiis of the same commodity. ‘ The ))lain fa(;ts of intei#st 
seem to controvert this proposition. In the same market, at 
the same moment, the price paid for the use of capital may 
range frftm fhree per cent, upwards, to five, to ten, to twenty 
Itt this hecaufte between the portions of ca])ital SO loaned an 
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economic difference exists, which creates a preference for one 
over the* other, as when several different j^’ades of flour are 
sold at several distinct prices? • No, the cai)ital loaned may* 
be, in all economic respects,^nniform. A man having 
on deposit in a bank, may, on the same day, buy $ 10, 000 
worth of “ governments ” which ])ay four ])or cent., invest in 
railways ” paying siy j)er cent. divi<lends, to th(‘ same amoiintj^ 
and loan the rmnainder at*ten per cent, on ]){‘rsona*t security. 
Manifestly, betwe(m tlie three portions of ca])ital loaned or 
invested, iV) economic, diffenuices existed. • 

‘.To wliat, tluai, is the phenomenon noted due? In part to 
the cause discit^sed unjer the last Iiead — tlu* insurance of 
the principal sum huit. Tweut\ y(‘ars ago there w('re on tlie 
stock mar k(‘t, in ]a)mhard Street, tlina* kinds ot government 
securities : English consols, bringing, then, three and a (piar- 
ter ])er cent, interest on the investimmt ; Kussian bonds bring- 
ing five and a <]iiarter ])er cent., and Turkish bonds bringing 
t(m and a half j)er cent. p]vmT day large amounts of tlies(‘ 
l)Oiids were bought by Englishmen, l^oubtless, some ])ur- 
chasers bought ])ortions of each kind of seemritms. 

Inasmuch as the }>ossibility ' f* tl^e English government 
becoming bankrupt, or tending to repudiation, is nevm- admit- 
ted by an Englishman, the dividends received by holders of , 
the “consols” constituted ])uro interest, tlie reward of absti- 
nence. The added two ])er jcent. obtained from the llussian 
bonds represented the value, as viewed by tlie jmn baser, of 
the insurance of his capital against the risk of loss attehdant 
on loaning it to the government (d a jieople, possessing great 
natural resources, imba^d, arid ly)und together by a strong na- 
ti(fiial feeling, Ihit rude in manmu’, primitive in industry, with 
J[^ir political questions lai^ely un^o'ved, and having points of 
possible collision with England. l>ut while tin* Englishman de- 
manded five and a quarter per cent. })er aiiiium from the Kus- 
Sian government, as the consideration for his loan, he exacted 
just twice that consideration from the Turkish goveriTiuent, 
though a government bound to (treat Britain by the strongest 
ties of self-interest, because botli the resources’ and the good 
faith of the Turkish government were reasonably snsjiocted, 
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and its existence was dependent on support from foreign 
[)owcr8. t ^ 

299. Imperfect Competition in the Money Market.— 

We have in the foregoing parag^apli used the expression, “ as 
viewed by tlie purcliaser.” Hereby is indicated a considera- 
tion, which, while it' is of imi>ortance in any market, is of 
^especial iin})ortance in the market where ca})ital is loaned, the 
so-call(‘d money-market. In (pioting Prof. Jevons’ statement 
of the reason, why, in the same market, at the same moimmt, 
all equal portions of a perfectly homogeneous comiPiodity must 
bring the same price, we added that this j>ro]K)sitioii assmued 
p(‘rfect competition, all the conditions of a good market bebjg 
fully realized. Now, perfect (competition only exists Avliere 
there is ample and accurate information. Jn bargains re lating 
to the use of ca])ital, so little is known by the parties respe(;.t- 
ing the su])i)ly of and the demand for capital, especially where 
usury laws drive borrowers and lenders to shifts and evasions ; 
go much more are men disposed to c,onceal the fact and the 
extent of their borrowing than of their buying ; so much does 
the repayment of th(‘ principal depend, in spite of law, iij)on 
the good faith of tin* borr«>wer, tliat the market for tlic loan 
of capital can rarely be called a good market. 

All bargains in the “money market,” as the market for tl»e 
doan of capital is p()])u1arly called, take jdace maassarily upon 
information im])erf('ct at the be^t, often of a jnivate and con- 
fidential nature : heiu’C it frcapumrly ]ui])pens that, in tJj(‘sanm 
market, at the saim* moment, loans, u}>oii equally good secur- 
ity, are made at diilerenl rates ; while it is net at all unlike^ 
to occur, that, of two loans of umajual value, as to security, 
the mor« hazardous may he made at the lowc'fratc of iiiterWt. 

.200. “Differing Bates of Interest in Different Markets.- 
cours(% all tliat has said of ditfcTing rates of interest in 
the same market holds good of dilTerciit markets ; but, wholly 
HI addijjon of the causes which *pro<luee those differ^!nces,ite 
reason pund for dilloreiit rates in distinct markets. Tims it 
IS notorious that, for long terms of years, the loan of capital 
could be (fbtamed, iijion what w-as locally regarded as approved 
security, for 4 per cent, in London as freely as for 6 cent, yi 
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New York, or 8 per cent, in Chicago, or 12 per cent, in Iowa, 
or Kansas. 

Whence these difFerenccs ? In some degree, doubtless, these 
^ successive additions of interest, as capital passed v^‘stward, 

‘ were of the nature of insurance on tlie p/*incipal sum lent. In 
each case, the security might be as good as could ordinarily be 
obtained in tha^ comiflunity. Security, however, iS|ji relative* 
term; what would be deemed am])le security in one })lace would 
not pass thd scrutiny of lenders in another, llie older tin; coiiutry 
the grejitei , other things equal, the permanence of economic rela- 
tions ; the more industry settle down within traditional 
limits, and acquire a definite and (;alculable rate of increase ; 
the higher the value assigned to commercial rej ntation ,-^he 
more carefully are the men selected who are to control the 
agencies of production and tra<le, the fewer the chances of 
revohitionary changes in business. 

301. Di§iji(?Itriation of Capital to Emigrate.- lh.it not all, 
or even the greater jiart of the difference^ which have been 
noted, ai-e due to this cause. It is the disinclination of ca])ital 
to emigrate, which allows sindi wide difference# in the local 
rates of interest. This disinclinaiimi is due to various causes. 

/ In part, it is the continuing effect of old laws, now generally 
j abrogated, discriminating against aliens. In part, it is (^e 
to the suspicion that strangers may not be fairly dealt A\'ith b)’ 
courts and by officers of the 'law, in case of seizures or fore- 
closures. In part, it is duti to the ap})r(*hension of liie effect 

internation^hostilitiiis, which cause a suspension of iiiter- 
, est-payments, if not forfeiture of the principal. In part, it is 
due to tlie fact Jhat investmentjf made at a distance must gen- 
^lly be made tlirougli an a^^-ent, hjt.m whose ge^od faith 
sound judgment may*depeml the fate of the ]>riiici])al 
invested. 

g While these and other ca^ises may ojierate, singly or in con- 
juncti(^i, to create local differences of interest, the maii^causo 
of sucli differences is found in the inertia of the owners of capi- 
tal, making th(‘m ready to accejit lower rates ppon the spot 
than could perhaps be obtained with no less safety, through 
^iquiry and effort at a distance, and, secondly, in the necessary 
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lack of information as to prevailing rates of interest and 
existing degrees oV security for the principal. '' < 

I remember to have read somewhere an estimate by an 
economist of reputation, fixing this “ disinclination of capital 
to emigrate ” at tw 9 per cent. It is doubtful, however, 
whether the matter is subject to any such foi*m of statement. 
‘The disinclination to invest capital .abrohd mu<st differ among 
men of different races ; it must differ with differing condi- 
tions respecting the communication of news, andlrespectiiig 
international relations. Indeed, it must differ widely wuth 
differing moods of the public mind. At ti’^es, it may disap- 
pear altogether under the excitemefit of speculative mania, 
as k: the days of the South Sea Bubble, and in the year i)re* 
ceding the English crisis of 1825. It sometimes seems to 
be the case that loans and investments are made abroad more 
freely than at home, probably because it is less easy to detect 
the fallacy of schemes bearing foreign names, and relating to 
distant lands. . 


CITAl^TER IV. 

PROFITS. 

302. Definition of Profits. — We have now seen two shares: 
cut off the product of industry — rent and interest; two 
claimants satisfied — the landlord and the capitalist. 

We now^ come to inquire resjjecting the share of the 
Employer, who organizes and* conducts jirodvction, deciding 
what shall be produced ; in what amounts, of wdiat varieties, 
materials and patterns ; and to whkt persons, at what prict V,"** 
and on what terms of payment, the products shall be sold. 

303. The Entrepreneur or Employing Class. — We havQ 
seen tbat^ in a primitive state of industrial society the em- 
ployer does not appear. When, however, the forms of 
production^bec.ome many and complex ; when the hand-tool is 
replaced by the matdiine ; when many persons, of various; 
degrees of skill, strength and intelligence, are united in the; 
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same industrial operation ; when the materials consumed are 
gathered froii distant lands, and the i)foductH, in turn, 
arc distributed widely to consumers not known to the 
prodiicel*, and are sold largely upon (jredit ; when, moreover, 
a few simple, standard styles give way to ever-varying fash' 
ions, in material, in form, in color : in such a state, the em- 
])loyer, the master, tlK‘ entrepreneur* becomes a necessity of 
the situation. He performs a function which is indispcms- 
able to a. large and varied produ(*-tion, and for so d(»i ng 
receives a remuneration which we call protits* 

304 . IT nf ortuna^y. as it seems to n.'e, the entrej)renour or 
employing function has md been adetpiately treated, if, indeed, 
it has been in the smallest d(‘gree rei^ognized. Feglish ;^id 
American economists, in general, have chosen to n^gard the 
capitalist as the employer of labor, that is, as emj)l()3dng 
labor merely because of the possession of cajutal, and to the 
extent only to wh'Adi he possesses capital. We liav • just now 
said that, in an early stage of industrial society, the em])loyt'r 
does not, appear in distinct sha])e. The possession of capital 
there constitutes a sufficient qualification for tl^" employment 
of labor. * * 

In the later stages of industrial developiiKuii, the mere 
possession of capital no longer constitut(‘S the sole, or eveji 
the main qualification for enqdoying labor. The laf'()rer no* 
longer looks to the employer to furnish imu'cly food and tools 
and materials, but to furnish, also, t<‘chnical skill, commercial 
kij^nvledge and powers of administration ; to assume responsi- 
bilities and provide against contingencies ; to shap(‘ and direct 
production and to organize and c^ontrol the industrial machin- 
ery. So important and difficult are tlicse duti(*s, so ‘rare are 
abilities they demand, •that he v ho can discharge these 
will generally find the capital required. If he be tlie man to 
conduct business,* food, tools, and materials will not, umler 
our modern system of credit, long be wanting to him $ On the 

* “ Many employers of labor, in mine partn of Emjlaod ymre than half, 
have risen from the ranks of labor. Every artisan who* has /ixccj)li()iial 
natural abilities has a chance of raising himself to a post of command.*" 
-^Marshall’s Economics of Industry.” 
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other hand, without these higher qualifications the mere pos 
sessor of capital ^will employ labor at the risk, alinost the 
certainty, of total (jr ])artial loss. 

The em})loyer, tlie eiitrepreiiei^r, tlius rises to be the master 
of the situation. It is no longer true tliat a man becomes the 
employer of laboi* because lie is a capitalist. Men command 
capital because they hav(; the qualifications to employ labor. 
To men so endowed, (capital and labor alike*^ resort, for the 
opportunity to perform tiieir several functions and to entitle 
themselves to share in the product of industry. ^ By this is 
not meant that the employer is not, in ^ any case, or to any 
extent, a capitalist, but that he is ;.iot an’ employer to the 
extent onl}^ to which he is a capitalist, n(>r is he an employer 
at all because, he is a capitalist. 

306. Use of the word Profits by English and American 
Economists. — As the English and American economists gen- 
erally leave the entrepreneur out of their discussion of produc- 
tion, so they leave out of view tlu‘ share of the entre})reneur 
in treating of the distribution of wealth. ‘‘Profits” come to 
mean only the remuneration for the use of ca])ital, what we 
call distinctively interest ; or, if it be recognized that the man 
who organizes and conducts industrial ojuu-ations receives 
something over and above the mere return u})on that portion 
of the capital eiujdoyed by him which he owns in his own 
right, that something is dis})araged by being termed “ the 
wages of supervision and management.” 

Now it is fundamental in my theory of distribution that tjie 
entrepreneur (dass, the emjiloyers of labor, receive a share of 
the product of industry whi^di is so important, through its 
amount, that it can not ])ossibly be omitted from consideration, 
and so widely different in the principles by which it is 
erned, that the term wages can not be applied thereto without 
inducing a wholly unnecessary and mischievous confusion of 
ideas, leajding directly to false results. 

To the entrepreneur’s share of the ])roduct of industry I 
shall strictly apply the term profits. This use of the term, in 
my judgment, tends to promote clearer concci)tions regarding 
the distribution of wealth in the modern industrial state. 
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f 806 , Profits a Species of tlie Same Genus as Bent In 

my opiniGn, profits thus defined bear a strong resemblance to * 
rent. In this view I follow Archbisho]) Wliately, who, in the 
appendix to his treatise on Jjogic, declares that the rent 'of 
land is only a species of an exUmsive genus, although, as he 
complains, the English economists have*treat(‘d it as constitu- 
ting a genus by itself, and ha.YQ efther omitted i^s cognate 
species, or have*included tfiem under genera to which they do 
not properly belong. If this view is corr(‘ct, th(‘ ])rinc’|)les 
deduced tl\f3refroni will b(‘ of very great (^>nse(|uence, not 
only to political economy, but to social ]duIoso])hy. Let us, 
therefore, state tl\ essential diflerenct's between Rent 
and Interest. 

1st. A portion of the land cultivated for the supply of any 
given market, bears no rent ; this we call the no-rent land. 
The rent paid for any piece of land is exactly m(‘asured, in 
theory, by its excess of advantages in producti(>n, over the 
advantages .ill production pertaining to the no-rent land. On 
the other hand, there is not any no-interest cajdtal. It is true 
that a person lending capital may not only not obtain, in the 
result, any interest for its use, Im:, fnay even lose the princi- 
pal ; but this will b(‘ due to violeiK^e or fraud, to flood or fire 
or stress of weather, or, else, to the unsuspected incompetenc^i^--' 
of the borrower to conduct busine.ss, all of which we may sum’' 
up in the word accid(‘nt. TIkwc is no reason wliy su(*h acci- 
dents should befall one portion of ca])ital and not another, 
wjjereas there is a reason, in the nature of the case, why one 
piece of land should bear a rent and anotlun* not ; why one 
piece should bear a high and awotlc'r a low rent. Theoreti- 
cally all capitaf bears interest ; ami, theoretically also, all 
,ci^|kal bears the same rate tf interest, ex(‘ej>tions being either, 
first, apparent only, as when an additional per cent, is charged, 
not as interest proper, but for the insurance of the principal, 
or secoijdly, those arising from the disinclination of capital to 
emigrate, from the ignorance or inertia of lenders and bor- 
rowers, or from the force of laws interfering with contracts 
of loan. 

. 2nd. It follows that interest forms a part of the price of 
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all products, but that rent forms no part of the price of agri« 
cultural produce (i^or the demonstration of this,. theorem, see 
, par. 262), and that, the amohnt received by the landlord, as 
rent, is not paid either by the agricultural laborer, or by the 
consumer of the produce. 

307. Profits Governed by the same Law as Bent.— 

Having restated the esseiitial distinction between interest and 
rent, I shall now undertake to sliow that profits, the remunera- 
tion of the entrepreneur or employer, ])artake largely of the na- 
ture of rent, being a species of the same genus. far as this 
is the case, profits do not form a part of the price of the j)rod- 
ucts of industry, and do not causg- any diminution of the 
WQ^ges of labor. 

The successful conduct of business, under free and active 
competition, is due to excejitional abilities or to exceptional 
opportunities. Whether due to exce})tional abilities or to 
ex(;eptioiial op])ortunities, my proposition could be equally 
well established, just as it makes no difference in the theory 
of rent whether a piece of land owes its superior advantages 
for the pur[)o^es of cultivation to higher natural fertility, or 
to closer proximity to the market to be su])plied. Yet it can 
not be a matter of indifference to social philosophy, whether 
the }K)wer to command jirofits be due to excej)tional abili- 
'ties or to exceptional opjiortunities ; and I may, therefore, be 
pardoned for pausing to point -out that the former arc far 
more efficient than the latter, in securing profits. 

To justify this assertion it will be enough to refer to t^he 
well-known fact that a great m.ajority of all business houses 
which have achieved notable vsuccess h-ave been founded by 
men who owed almost nothing to opportunity. On the other 
hand, nothing is more familiar than the spectacle of g^t, 
houses, deeply founded, which have enjoyed high prestige, 
wide connections and large accumulated capital, dwindling 
away little by little, if not brought abruptly to their downfall, 
under the successors of the original founder, simply bec-ause 
the managem(*nt which had been strong and brave and wise, 
became commonplace, purjioseless, timid and weak.'^ All thi® 
is so familiar that I do not fear that any American, at leas^ 
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will question the assertion that exceptional abilities have far 
more to do wj^h tl\e successful conduct of biwincss, than excep- 
tional opportunities. 

Inasmuch as it would make no difference whetiuu’ j)ro{its 
were due to exceptional abilities or to exceptional o])])oi*tuni- 
ties, while the former are in fact, much the more important 
factor in the sin*.cessful coiuluct of business, I shall,J:iereafter, 
for convenience and sim])licity, speak of profits as due to ex- 
ceptional abilities, just as in discussing the (picstion of th(* use 
of the land| we speak of rent as due to diff(‘rcric(‘s in fertility, 
assuming, for convergence of illustration, all the fields under 
view to be in equal ])ro\Viiity to the mark(*t. 

308. A Theoretical No-Profits Stage of Production*-^f 
the number of men of exceptional abilities were sutfieient or 
more than sufficient to do all th(‘ business that re(juired to be 
done, of all sorts and in all places ; if { 2 ) these men, how(*ver 
much surpassing jfll other members of the indnsinal so(‘ieiy, 
were among themselves (upial in all resjreets which concern 
the condjuct of business ; and if (3) this class, so constituted 
and so endowed, Av«re distinguished from all uqJ of their class 
so clearly and c()ns})icuously that one iTavingthese (‘xceptionnl 
abilities should fail to be i*(*cognized, and no one lacking such 
abilities in the full measure should esteem himself ca])al)le qf- 
conducting business, or bf‘ so (‘steeined, for tire junpose off 
ol)taining credit, w(‘ should have a situation closely analogous 
to that which we described(par. 255)111 th<‘ case of a c.Oiiimunity 
m^ar whiidi was found an amount of good land, of uniform 
quality, adequate, or more than adequate, to raise all produce 
required for the siqqiort of the tommuniiy. 

The r(‘sult would be, eitlu'r that this class would, by form- 
, combination and scnfjnilousl^ idhering to its terms and 
its^ spirit, creates and maintain a monopoly pi ice for tlieir ser- 
vices in conducting the busin(‘ss r(‘quiring to lie done, which is 
so imprg>bable as to be altogether out of our contemplation, or 
they would, by competing among themselves for the amount 
of business, bring down its rate to so low a point that the 
remuneration of each and every one of this class wouliibe prac- 
tically equal to what he would receive if employed by another^ 
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This, which we miglil call the “ no-profits” vStagc of industrial 
society, corresponds closely to the “ no-rent ” ^stage in the 
cultivation of the so,il. The persons remaining in the conduct 
of ^business would earn their necessary subsistence, ' but no 
more. Economically it would make no dilference to them 
whether tjkey did this,' as employers or employed. 

3O0.-<^^n fa(;t, howevef, the <pialific:iitions for the conduct 
of business are notecjual throughout all of a suAiciently numer- 
ous class. On th(‘ (*ontra,ry, the range of ability is almost 
world- wide.^ First, Ave have those rarely-gifted })tifrsons who, 
in common phras(‘, s(*(‘m to turn every tl]jng touch into 
gold ; whose commercial dealings hav<e* the airfjf magic ; who 
ha^e such insight as almost to s(‘em to have foresight ; who 
are so resolute and firm in tem}>er that aj>prehension and alarms 
and repc'ated shoc^ks of disaster jiever cause tlunn to relax 
their hold or change their course ; who have such comniand 
over men that all with whom they liave to* do accpiire vigor 
from tlie contact and work for them as they would not, jK'rhaps 
could not, work for others. 

t 

Next \)elow„ though far below, we have that much larger 
class of men of business, 'of a high order of talent, though 
without genius or any thing savoring of magic, whose unquali- 
fied success is easily comprehended, even if it can not be 
imitated : men of natural mastery, sagacious, ]n*om])t and 
resolute. 

Then we have the men who, on the whole, do well, or })r(‘tty 
well,*in l>usiness : men who enjoy a harmonious union of all tjie 
qualities of the entrepreneur, though only in moderate degree, 
or in whom somedefe(;t, mentajor moral, imj)airs a higher order 
of abilities ; men who are never masters of their fortunes, are 
never beyond the imminence of disaster, and yet, by (‘are 
pains and diligence, win no small profits from* their business, 
and, if frugality ])e added to their other virtues, ac(‘umulate 
in time li^rge estates. ^ 

Lower down in the industrial order are a multitude of men 
who are found in the control of business enterprises for no 
good rea 80 *n : men of check(»rcd fortunes, sometimes doing well, 
but more often ill ; some of them, perhaps, filling a place that 
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would not otherwise be filled, but, more commonly in business 
because they#have forced tlicmselves into itf under a mistaken 
idea of their own abilities, perhaps encouraged by the pqj-tial-^ 
ity of friends who have beeivwilling to place in their hands the 
agencies of production, or intrust tliem with commercial or 
banking caj)ital. The industrial careers of these riilTi are not 
peculiarly hap]jy, though tbe degree in which they puffer from 
the constant imminence of loss, perhaj)S of bankruptcy, is very 
much a matter of temperament. Some take it extremely hard,, 
and when they fidl make no effort to rise again ; others are 
irrepressible as ir''’’h‘c|uiii, jumping up, alert as ever, after 
being apparently hangeef, drawn and quartered by the common 
executioner. ^ 

310. The No-Proflts Class of Employers.— Now, in my 
view of the question of })rofits, w'o find, in the lo-wc'r stratum 
of the industrial order thus inidely and hastily sketched, a 
‘‘no-profits” clasft of employers. Notwithstanding all the 
magnificent premiums of business success, the nnui of real 
businesiii power are not so many but that no small part of the 
posts of industry ami trade are filled hymwi inadequately 
qualified, and who, cons(*quently, have*a veuy dieckered career 
and realize for themselves, taking their whole lives together, 
a meager compensation, so meager that, for puq)oses of sciejii^^ 
tific reasoning, we may treat it as constituting no ])rofits a1 
all. ^ Live they do, partly by h‘gitinia.te toll upon the business 
that pas’ses through their hands, ])artly at the cosi of their 
creditors, with whom they make fre<juent com])ORitions, ])artly 
at the expense of friends, or by the sacrifice of inhegted 
means. This bare subsist en(r(‘f ohf aim'd through so much of 
hard work, of anxiety, and ofter) of humiliation, W(^regard as 
tl^t minimum which, in ect)noniics, v(' can treat as nil, (From 
tnis low point iftpwards, we measun' ])rr>fits. 

311. Profits do not form a part of the Price of Manufac- 
tured Products. — If this view of the emjdoying cla#s be cor- 
rectly taken, it appears that, iimh'i* j>erfec,t competition, that 
is, whore the conditions of a good market are supplic'd, manu- 
facturing profits, for instance, are not obtained through any 
deduction from the wages of mechanical labor ; and, secondly, 
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manufacturing profits do not constitute a part of tlie price of 
manufactured gol^ds. All profits are drawn fnom a body of 
wealth which is created * by the exceptional abilities (or op * 
portunities) of those employers wlio receive profits, measured 
from the level of those employers who receive no profits, just 
■as all rents are drawn from a body of wealth, whicdi is created 
by the e>4‘eptional fertility (or facilities for transportation of 
produce) of the rent-lands, measured from the level of the no- 
rent lands. 

The price of manufactured goods of any particular descrip- 
tion is determin(‘d by the cost of prodmitj^n of that portion 
of the supply which is prodiuied at tffie greatest disadvantage 
(pfir. 137). If the demand for such goods is so great as to 
require a certain amount to be produced under the manage- 
ment and control of persons whose efficiency in organizing 
and supervising the forces of labor and ca{)ital is small, the 
cost of production of that portion of the sfoth will be large, 
and the price will be corresj)ondingly high, y(*t, high as it is, 
it will not be high enough to yield to the eniployei;s of thi^ 
grade any moii“ than that scant and difficult subsistence which 
we have taken as the no-j/rolits line. 

-The price at which these goods are to be sold, however, 
^\]\ determine the price of the whole supply, since, in any one 
hiarket, at any one time, there is but one ])rice for different 
portions of the same commodity. Hence, whatever the cost 
of j>roduction of those portions of the supply which are pro- 
duced by employers of a higher industrial grade, they \^*ll 
command th(^ same ])rice as those portions which are produced 
at the greatest disadvantage* The difference, so measured, 
will go fcs profits to each individual employer, according to 
his own success in ])roduction.‘ 

312. Profits are not Subtracted from Wafees.—Do profits, 
then, come out of wages ? Not aj all. The employers of the 
lowest isdustrial grade — the no-profits employers, as we have 


*Prof. AJitred. Marshall says: “The earnings of management of a 
manufacturer r(*present the value of the addition which his work makes 
to the total produce of capital and industry.” 
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called them — must pay wages sufficient to hire laborers to 
work under ^leir direction. These wages <|‘onstitute an essen- 
tial })art of the cost, to the empfoyer, of the })roduction of th(^ 
goods. ' The fact tliat these .wages are so liigli is tlie rcil^on 
why these employers are unable (tlieir skill and }>ower in organ- 
izing and energizing labor and capital being no greater than 
they are), to realize any profits for \heniselves. 

The employers of the higher industrial grades will pay the 
same wages to their laborers. Why, in equity or in econo- 
mics, shouid a laborer who works for a strong, prudent and 
skillful master, rec(*ive higher wages than one whose fortune 
it is to work‘ for a vacillating, weak or reckless employer. 
The one laborer is as efficient as the other, and works as li^rd. 
The difference in ])roduction, which, in the one case allows rent 
to lie paid, and in the other enables the employer to secure a 
profit, is due to no superiority in the quality of the labor or 
the capital emplo 5 H*d, over that of the labor and the c*i])ital em- 
ployed where no rents or no jn’ofits are realized. In the one 
case it is due to the sui)erior fertility of the land, or its greater 
facilities for the transjiortation of ])roduce ^^in the other, to 
the superior abilities or oj)porl umties of him who conducts 
industry. 

In the latter case, the einj)loyer, paying wages at the saqje* 
Tate to his laborers, and interest, at the same rate, to the ca|/i- 
talist, for so much as he has to borrow, and selling his goods, 
so far as they are of equal quality, at the same price as the 
employer who makes no profits, is yet able to accumulate a clear 
suiqdus after all obligations are discharged, which surplus is 
called profits. This is effected by his careful study of the sources 
of his materials ; by his comprehension of the demajids of the 
m^arket ; by his steadiness# and self control in the presence of 
temptations to ^extravagance or wild ventures ; by his organiz- 
ing force and administrative ability ; by his energy, economy 
and prudence. 

313. The No-Profits Employer.— A failure to discern the 
true relations of profits to wages has led to a mistaken aj»pre- 
oiation of the interests of the community,* and especially 
.of the laboring classes, regarding the employers of labor. 



POLITICAL economy: 


342 

While the large profits of the successful employer have been 
the subject of mui^h jealousy, and almost unifoiiuily excite in 
» the minds of the unthinking the sense of personal wrong, there 
is ’'an entire lack of jealousy exhibited towards the unsuccessful 
man of business, who often receives a great deal of sympathy 
from the laboring class. 

So far the sym})athy extended towards the unsuccessful 
man of business is of a personal nature, llowing from a kindly 
disposition towards the unfortunate, it is, of (!ourse, very amia- 
ble. But there is reason to believe that this sentiiment is not 
wholly of a good origin, but i:? quite as laivn »ly produced by a 
misaj)prehension of economic, relatior/^^ Tlie *iabor(T8 appre- 
ci^.e, in some degree, the cares under which the unsuccessful 
employer labors, the anxieties from whicdi he suffers, the 
humiliation into which he is occasionally plunged. Tliey 
know he has a pretty poor time of it on the Avhole, and they 
are not envious of him. On the contrary, they use his hard lot 
to sharpen their envy of the man wlio rea])S large profits from 
the conduct of business and the employmcuit of laboi;;. They 
compare the r4‘ti rewards of the one, wlio, ])er]iaj)S, in time, 
becomes worth his millioils, with the meager recoiiipense of 
the other, who, at the end of a long life of labor, has little to 
j comparison tends to heighten the 

feeling of loss and of wrong with which the gains of the 
former are contemplated. 

If, however, we liave rightly indicated the source of })rofits, 
not only is the unsuccessful employer deserving of no s}>ecial 
economic sympathy, but his conduct of business, his control 
of labor-force and capital-foroe is at a great cost to the labor- 
ing class,,..a8 forming a part of the general community. 

We saw that rents were mcasureil upward from the prodjic- , 
tive level of no-rent land. If, therefore, that 4evel is lowered, 
rents are, (par. 257) by that fact^ raised. Similarly, profits 
are nieasyired ujiwards from the level of the no-jirofits /^lass of 
employers ; and any cause which brings incomejitent persons 
into the conduct of business, or keeps them there against the 
natural tendency of trade to throw them out, increases the 
profits of the successful employers, as a class, by enhancing 
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the cost of production and, consequently, the price of that 
portion of the* supply which is produced at^tlie greatest dis- 
advantage. This enhancement of price ib at the expense oL - 
all who 6onsuTn(* the goods s© produced ; the laboring class 
equally with others, in theory ; probablj^ in fact more than 
any oilier, on account t>f their liniite^ ability to look out for 
their own interests in retail, trade. 

814. What Causes Help to Swell the Proportion of In- 
competent Employers of Labor P-~Shilly-shally laws relating 
to insolvenc^y do this ; bad money does this ; tru(‘k does this ; 
protection, in my judgment, does this. Each of these causes 
enables men to‘l‘Sca})(‘ tfie consequences of incompetency, and 
to hang miserably on to business, wh(‘re tlu'y are an obstn^- 
tion and a nuisance. Slavery, in like manner, enables men to 
control labor and direct i)roduction, who m^ver would be(a)me, 
on an equal scale, the employers of free labor ; ami it is not 
more to the inefficitmey of the slave than to tlie in'*omp(‘tency 
of the master, that the unproductiveness of chattel labor is 
due. 

* . . . • 

The lower the industrial quality of free lai)or, the more 

ignorant and inert the individual laborer, the lower may be the 
qjjality of the men who can just sustain themselves in the 
j)Osition of employers. Men become the employers of chen.p^ 
labor who would never become the emj)loyers of dear labor,* 
and who ought not to be the (‘m[doyers of anj^ sort of labor. 
The more active becomes the competition among the wages 
clrs:s, the more prom{)t their resort to market, the more ])er- 
sistfent their demand for every possible increase of remur^‘’’a- 
tion, the greater will be the pi Assure brought to bear u))on 
B’udi employers to drop out of the place into which they have 
« crowded themselves at the* cost of the general community, 
ana where they diave been able to maintain themselves only 
because the working classes, have failed, through ignorance or 
inertia, to exact their full terms. 

316. Importance of this View of Profits. — It is com})e' 
tent to any person to dissent from the view of the origin and 
measure of business profits I have presented ; but it can not 
be gainsaid that, if that view be accepted as correct, we have 
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here the keystone of the arch, which completes the structure 
and binds togetheithe other members into a symnaetrical whole 
^ spanning the entire field of distribution. We shall not, how- 
ever, be able to appreciate all the consequences of thisi theory, 
until we have carried our studies througli the subject of wages, 
the remuneration of labor. 

316. Q-etting Rid of the Employer.*— In the de})artment of 
Production we described the function of the entrepreneur, or 
employer, tJie person wlio, hiring labor on the one hand, and 
borrowing ca])ital on tlie other, initiates industrial' operations 
according to his own plans, and with a^^‘w to his own econo- 
mic benefit. Coming down to the department 'of Distribution, 
w|i have, but just now, inquired how the contemplated benefit 
is seciured by the employer, and what are the limits of that 
benefit, which we t(‘rm j^rofits. 

It has been said, in the cours(‘ of this discussion, that this 
i benefit ol)tained by the employer, his })r(>fits, has been the 
object of not a little jealousy and envy on the part of the labor- 
ers and <;apitalists to whom he has paid wag(*s or, interest. 
Those wages j^^d that interest the recij)ients would be glad to 
see increased by soiiu* "addition derived from the source from 
which the employer obtains his ])rofits. This could only be 
N^pne by the laborers and the capitalists combining to perfonn 
’the employer’s work in })roduction, and thereby becoming 
entitled, or perhaj)S we liad better say enabled, to claim his 
share of the product in distribution. 

31*7. Co-operation.— Organized and systematic efforts^tto 
get, rid of the entrepreneur or employer have not been un- 
known. Among the many themes for largely and rapidly 
improving the condition of the masses of the j)eople, which 
had their birth in the period of social and political fermenta- 
tion which we call the Revolution of 1848, *none had falser 
promise of substantial results thap tliat known by the name 
of eVoperation. . 

Generically, co-operation is a term of wide application, and, 
in its use in political economy, may express the union of indus- 
trial agents in production upon any terms and under any 
system of organization. Since the period referred to, how- 



WAGES. 


*45 


^ver, the terra has come to have a limited signification, con- 
fined to an inckistrial organization from which the entrepreneur 
is excluded, and under wliich the’ product pf industry is again 
tobeditided into three principal shares, instead of four^as 
under the entrepreneur system. I here only indicate tlie place 
which co-operation oocupies in the scheme of Distribution, 
postponing the discussion of the scheme to Part VI^ 


CHAPTER V. 


WAGES. 


318. Deflnition of Wages. — We have seen three shares cut 
off the product of industry. Of the four ]>rincipal parts* into 
which that produQ^b is divided, under the entrepren(‘ur organi- 
zation, as existing almost universally in England, and as 
rapidly extending in the United States, on the continent of 
Europe, and in all progressive countries, there r*'T»iains but one 
to be treated. Wages, the remuneration of hibor. 

Before seeking the law which governs wag(‘s, two distinc- 

ttt)ifs require to be drawn very clearly, distinctions whicli the^ 

reader will need to hold strongly in mind through the wholes 

course of our future discussion, the distinction, ?n2., between 

real and nominal wages, and that between the r(*al nd the 

nominal cost of labor. 

» 

319. Real and Nominal Wages. — Real wages arc the re- 
muneration of the laborer as Reckoned in the necessaries, 
comforts and luxuries of life^ 

Real wages may differ Y^dcly, even when nominal wages 
arf'of the same ^mount, by reason of : 

(a) Variations in the purchase power of money, 

(^) Varieties in the form bf payment; as when the board of 
the laborer, the rent of a cottage, the privilege of grazing a 

* Certain minor shares in distribution will be treated iji the^next chap- 
ter. For the purposes of the present discussion they may safely be di» 
regarded. 
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COW, allowances of certain quantities of food, drink or fuel, 
the right to take c flour at miller’s prices, one onmore of these, 
x^re added to the raoney wages of the laborer. Such forms of 
payment are not of much irnpottance throughout the United 
States, generally, at the present time ; but in many European 
countries they constitute elements wiiich can not be over- 
looked iit discussing the question , of comparjitive wages. In 
England, a series of acts of Parliament, extending over four 
hundred years, have successively restricted the right of the 
employer to pay wages in aught but the (^oin of the realm. 

(c) The gieater o})portunitie8 in sc^^tte avo(5ations than in 
others for extra earnings by the laborer himself or by the 
ijiembers of liis family. Thus, Prof. Senior says : “ The earn- 
ings of the wife and children of many a Manchester weaver 
exceed or equal those of himself. Those of the wife and (chil- 
dren of an agricultural laborer, or of a carpenter or coal- 
heaver, are generally unimpoilant.” The'* true unit in the 
comparison of wages is evidently the family. 

320. (d) The greater regularity of employraenti in some 
avocations tlKin oth(‘rs. yarying regularity of employment 
may be due to (1) th('*naturc of the individual avocation, (2) 
the force of the seasons, (a) social causes, (4) industrial causes, 
JJike strikes, })anics, and so-calI(Ml ‘‘ hard tiin(‘S.” 

In illustration of the foregoing (causes, we have the wddely 
vaiying rates of agricultural wages from one season to 
another, being often, e, g., more tlian twice as great in the 
third as in the first quarter of the year. This is due to ll^th 
of .the first two causes adduced. It is not alone the diflereTUce 
of the seasons whi(;h makes agricultural wageij so irregular ; in 
part, also', it is the nature of the operations involved. After 
the seed has been planted, time mhst be given it to grow,ynd « 
this would be so were there no winter. So the fisheries^, it 
is not alone the stress of weather .whicJi obliges the laborer to 
lie iijie^iuring portions of the year, but, in })art, the riproduc- 
tive necessities of the fish. In other avocations it is the force 
of the seasons alone which makes employment irregular, as, 
for example, in the brickraaking, quarrying, carpentering^ 
house-painting, and other trades. 
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Among social causes affecting tlie regularity of employ- 
ment, as Between country ami country, may^be mentioned the 
observance of festivals and n^ligidus rites, Avliicli among some 
peoples occupy a hundred and*more days in the year. 

{e) The longer duration of the labor power in some avoca- 
tions and some countr^s, than in others.* 

Thus, Dr. Neison has shown that the mean mortality in 
England betweem 25 and 05 years of age, is, in the cleiieal 
profession 1.12 per cent. ; in the legal, 1.5V ; in the medi- 
cal, 1.81. In domestic service, the mortality among garden- 
ers, is but .02 per <*ent. ; among grooms, 1.20 ; among 
coachmen, 1.84: Of the several branches of manufacture, 
paj)er shows a mean mortality of 1.45 ; tin, 1.01 : iron, l.Vr^; 
. glass, 1.83 ; lead, 2.24 ; earthenware, 2.5V. Among the different 
kinds of mining, iron shows a mean mortality of 1.80 ; tin, 
1.99; lead, 2.50 ; co])per, 3.1V. 

Dr. Edward Jarvis has shown that, on the averag^^*, an Irish- 
man who has reached the age of 20, has 28.88 years to live ; a 
Frenchman, 82.84 ; an Englishman, 35.55 ; a Norwegian, 
39.61. 

It is evident that if two j^ersons begiil to labor productively 
at the same period of life and continue at work until death, 
al*tlie same nominal rate of wages, that on(‘ receives th(‘ 
biglier real remuneration who lives the longer, inasmuch as 
the cost of his inainteiianee during the first unpioductive 
years of life, must, in any philosophical view of the subject, be 
cln^ij^ed upon his wages during his period of labor. 

321. Nominal and Real Cost of Labor. — Another disti»»c- 
tion wdiicdi re(tuires to be observul is that between wages and 
the cost of labor. 

, In treating wages as high»or low, we occupy the laborer’s 
pol^ of vit'w. In treating the cost of labor as high or low, 
we occupy the point of viewM)f the employer. 

Wage^ are high or low according to the abundance# oi; the 
scantiness of the nec('ssaries, comfoi’ts and luxuries which the 
laborer can command. The cost of labor is high or low, 
according as the employer gets an ample or a scanty return for 
the wages he pays the laborer, wdicther these be low or high. 
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It is possible that an employer may pay high wages, and yet 
the cost of labor Ijp him may prove to be low, b j reason of the 
laborer’s superior efficiency. On the other hand, the employer 
may pay wages on which the laborer can only live most miser- 
ably, and yet the employer be greatly straitened to get back 
these wages in the vabie of his product;^ so poor and wasteful 
may be the sc^rvices rendered. 

In Part II. we have explained at great length the causes 
which alfect the laborer’s efficiency. 

It is probably true that, as a rule, the highest paid labor is 
that which costs the employer least. This is evidenced by the 
two facts that, generally speaking, emjdoyerj, when they 
their force, discharge their lowest paid laborers first ; 
and that, generally s}>eaking, it is the countries where the low- 
est real wages are paid which feel the necessity of imposing 
commercial restrictions to keep out the products of others. 
Thus, India, where the cotton spinner gets’ only 20 pence a 
week, is flooded by the cottons of England, where the spinner 
receives 20 shillings ; and Russia, where the laborer in iron 
works receive^ but three roubles a week, has to })rotect her- 
self, or thinks she mnst do so, against the iron of England, 
where the workman receives four or five times as much. 

322. Relation of Wages to the Other Shares of tie 
d&roduct of Industry.— It has not been by accident, or whim, 
or from any notion respecting the comparative dignity of the 
several claimants to the product of industry, that rent, inter- 
est, and profits have been discussed before wages. 

This order has been followed for a positive r(‘ason, which is 
that, in the theory of distrib\\tion here proposed, wages equal 
the product of industry minus the three parts* already determ- 
ined in their nature and amount. ^In this view, the laboring 
class receive all they help to produce, subject^to deductioi/pn 
the three several accounts mentioned; 

323. Rent Deducted.— First, rent is to be deducted. On 
the Ihwest grade of lands there is no rent. On the more pro- 
ductive soils rent, at its economic maximum, equals the excess 
of produce after the cost of cultivating the no-rent soils has 
been paid. This rent does not affect the price of agricultural 
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produce, and does not come out of the remuneration of the 
agricultural ]^l)orer. 

We thus see that the first dedbction to^be made from the 
product of industry is of a {perfectly definite nature, and tCat, 
on the assumption of active competition on both sides, tlie 
amount of that reduction is susceptible* of aritliinctical com- 
putation. Rent must, come out before the (piestioiiiof wages 
is considered. The laborer* can not get it, or any })art of it, by 
any economic means. It must go to the land-owner, unless it 
be confiscated by the State, or ravished away by violence. 

324. Interest Deducted.—Secondly, from the j)roduct of 
industry must*be deducted a remuneration for the use of capi- 
tal. That remuneration must be high enough to induce tho^e 
who have produced wealth to sav(‘ it and store it up, in the 
place of consuming it immediately for the gratification of per- 
sonal appetites or tastes. This may im])ly, in one state of 
society, an annual rate of interest of eight ])er cent.; in 
another, of five ; in another, of three. 

326. Profits Deducted.— The third and last deduction to 
be made* from the prodiujt of industry befo^v tlu^ laborer 
becomes entitled thereto, is wdiat we have called profits, the 
remuneration of the entrepreneur, the emj)loyer, the man of 
IffWhess, the captain of industry, who sets in motion the com- » 
plicated machinery of modern production. * 

From the importance assigned, in this work, to the entre- 
preneur’s or employer’s function, the coiKiliision miglit oe liast- 
ily drawn that production would be primarily for his benVfit, 
that he, if any one, would be the residual claimant upon the 
product; that, paying the capitalist, on one side, enough, 
under the name of interest, to secure the use of hi^ capital, 
and paying the laborer, on the other ifide, enough, under the 
* na]pe of wages, Jo secure his services, this man of business, 
captain of industry, nier<fiiant, manufacturer, or banker, would 
retain as his own all that remains. And so, indeed^,in any 
individual transaction he does, owing to the force of contract, 
just as the farmer, under a lease, pays the owner of the soil 
no more in years when the yield is exceptionally large, and 
n^less in years when the crops are short. 
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If, however, we have correctly indicated the source of the 
employer’s profits, they are of the same nature as rent. As 
there are no-rent lands, so there is a class of employers who 
dellve from the business they co/idiict a bare subsistence, at 
the cost of much anxiety, and perhaps also of discredit, many 
of them living inaiuly'’at the expense of their creditors. These 
we call the no-profits em})loyers. 

From tliis ])oint, where profits, ii any, are so small and so 
hardly earned that they may, for scientific purposes, be dis- 
regard(‘d, u])wards through many grades, we have employers 
who derive moderate profits, liberal profits, grand profits, 
monumental })rofits aggregating in a lifetime colossal for- 
tunes, according to the degrees in which they bring courage, 
prudence, foresight, frugality, and authority over men, to the 
organization and conduc.tof business enterprises. If I am right 
in this view of the nature of the entr(‘])reneur’s function and 
of the source of his profits, those profits would, under full and 
free competition, not form a part of the j)rice of commodities, 
and are not obtained by deduction from wages. In other 
words, these profits consist wholly of wealth (uvated by the 
individual emploj^'ers themselves, over and above the wealth 
which would have been produced, in similar industrial enter- 
prises, by the same labor-force and capital-force under 
t5ontrol of employers of less efficiency. 

326. The Laborer, the Eesidual Claimant to the Product 
of Industry.—These three shares being cut off the product of 
industry, the whole remaining body of wealth, daily or annu- 
aljy created, is the property of the laboring class ;* tlieir 

* This is substantially the position taken by the lani^aited Prof. Stanley 
Jevons, of University College, London, who states that “ Tlie wages of a 
working man are ultimately coincident \ ith what he produces, after the 
deduction of rent, taxes, and tlie interest of capital.” In this matti9*of 
Wages, Prof. Jevons emphatically repudiates the doctrin(‘s generally 
accepted in his own country, saying : Our English Economists have 

been living im a fool’s paradise,” and frankly ranges himself with the 
Frencli economists, “from Condillac, Baudeau, and Le Trosne, through 
J. B. Say, DeStutt Tracy, Storch, and others, down to Bastiat and Cour- 
celle Seneuil.” 

“ The truth,” he declares, “is with the French School, and the sooner 



' THE WAGE FUND THEORY, 251 

wages, or the remuneration of their services. So far as, by 
their energy iji work, their economy in thc^use of materials, 
or their care in dealing with the finished product, the value of 
that product is increased, that* increase goes to them by purfly 
natural laws, provided only competition be full and free. , 
Every invention in mechanics, every di^.overy in the chemi*' 
cal art, no matter by whom made, inures directly ayd imme- 
diately to their beneilt, exedpt so far as a limited monopoly 
may be created by law, for the encouragement of invention 
and discovery. 

Unless by their own neglect of their own interests, or 
through inequkable laws, or social customs having the force 
of law, no other party can enter to make any claim on thp 
product of industry,* nor ean any one of the three parties 
already indicated carry away any thing in excess of its nor- 
mal share, as hereinbefore defined. 

327. The English Doctrine of Wagcs.—Tlie view here 
taken of the Distribution of Wealth, under the entrepreneur 
organization of industry, differs widely from that ])eld by the 
English economists, ex(;ept as respects the singl^e sliare of the 
landowner — Rent. ^According to those »wu‘it(‘rs, the (;apitalist- 
employer is the residual claimant upon the produ(*.t of indus- 
ti^f?TOeQuincey summed up the Ricardian doctrine in saying : 
“Profits are the leavings of Wages.”f From the entire* 


we recognize the fact, the better it will be for all the world, except, per- 
h{ip!?phe few writers who are too far committed to the old erroih'ous 
doctrines to allow of renunciation.” [Preface to the Second Edition. of 
his Theory of Political Economy, 1H80?] 

I may remark that when, in 1874, 1 bad occasion to trace t^4e genesis 
and the literary history of the W|^ge Fund Theory (See North American 
January, 1875), I did not find a single French economist infexjted 
by me pernicious doctrine whjcli long lield sway across the channel. 

* With the exception, still, of th(i State and of the speculator, whom it 
has seeme«^ best, for clearness of view, to remove altogether ifora tlie 
present discussion, and whose shares in the distribution of the product of 
industry will be elsewhere considered. 

t “ There is no other way,” said Ricardo, *‘of keeping profits up, but 
by peeping wages dowm.” “Profits,” said Mr. McCulloch, “vary in* 
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product of the exertions and sacrifices of the industrial com- 
munity, there is c^t off Rent, as determined by p\ie Ricardian 
^rmula. Next the lahorer’6 share is ascertained in accord- 
ance with the Wage Fund,* the amount possibly to be paid in 
this way being irrespective alike of the number and of the 
industrial quality of fhe laboring classy The rest belongs to 
the capitalist-employer, as his own prc^fits, so-called, consist- 
ing of two portions, one, due to tKe abKtinen('.e of the owner 
of capital, as such ; the other due to the present, personal 
exertions of the employer, as such. 

By this rule of distribution, no gain in the efficiency of the 
individual laborer, whether taking the direction of greater 
energy or of greater economy ; no mechanical invention, no 
chemical discovery, however much the caj)ability of produc- 
tion may be increased thereby, can ])rofit the laborer any 
thing, except as it first enhances the profits of the employing 
class, and thereby adds to the ca})ital of th^j wage fund, to be 
thereafter expeiuh'd in pundiasing labor. 

328. In What Sense Wages are the Residual Share.— 
I have spoken of the laborer as the residual claimant upon 
the product of industr 3 \ Tliat view of wages being new, even 
the phrase in which I have embodied it has been excepted to, 
^ Since the first edition of this treatise was published, c^'i'>lr:*ln 
Writers have declared that there is no more reason for applying 
the term, residual, to wages than for applying it to any other 
share of the product of industry ; that each share, in turn, 
eonfprises all which the other shares do not include. 

vert*ely as wages ; that is, they fall wlicn wages rise, and rise when 
wages fall.” ^ 

In both' these statements, the word profits is used to include interest, 
as elsewhere explained. t 

* A discussion of the Wage Fund Theory will be found in Pai^WL 
A few years ago, I should not have presumed to pass by this point with- 
out undf'rtaking a formal refutation ot“ that theory which, till recently, 
had \iomplete possession of the English Economists. The 'fact that, 
though now generally abandoned, it still holds its place in so many 
treatises o,n the, shelves of our libraries, some of which arc even now used 
as text-books in our Colleges, appears to require some notice to be 
taken of it. 
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The criticism of these writers is not just. It is competent 
to them to c<yitrovert the view of the origin and measure of 
husiness profits presented in the last chapter ; and, in exj)ress- 
ing their dissent therefrom,* they will, of course, d(‘ny l^iat 
wages constitute the residual share of the product. I>ut no 
one can properly mak^J <|uestion that, if this view of husiness 
profits he a(H^epted, .‘/s correctly seating forth, in ^the large 
way, the facts* of industry, not only is what is manifestly 
meant by the phrases, residual claimant, residual share, com- 
pletely tru(^, hut also that those jdirases themselves are per- 
fectly accnirate in the exj)ression of that meaning. 

329. Upon 4he theory of profits whicdi has been expounded, 
the remuneration of labor, wages, is strictly the* residual shaj;e 
of the product of industry, residual in this sense, that it is 
enlianced by evcTy (?aus(‘, whatev(u* that may be, which 
increases the })roduc.t of industry without giving to any one 
of the other threci parties to production a claim to an increased 
remuneration, under the o])eration of the prin(a]>les already 
stated ; residual in the sense that, ev(‘n if any one or all of the 
other parties to production become so eiigagc^d in any given 
increase of the product as to Ikh ome ^ntitl(‘d to an enhanced 
share in its distribution, their shares still remain subject to 
(Wei’mination by positive reasons, while wages receive the 
benefit of all that is left over after the other claimants an? 
satisfied. 

330. The Operation of the Rule Illustrated.- Clranting 
the^ 4 ^orrectness of the analysis w e ha\c offered, it is defnon- 
strable that the product of industry may be inensased w^ithout 
(‘nhancing the share of all or <rf any of the other parties to 
distribution; add, even wdien the other shares are Amhanced, 
it is pc ,sible and even probable that, on the assumption of 
p^l'^ect competition, the increase of product resulting from 
the introduction of any fiew force into industry will be greater 
than th^ sum of the increments by w hich rent, inteiid'st, and 
profits shall have been enhanced. If this be so, then the 
wages class will receive a benefit from any increase of the 
product of industry corresponding to that d^rived by the 
r^iduary legatee whenever the total value of the estate cau- 
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cenied is ascertained to have been, or from some unanticipated 
cause becomes, la/'ger than v as in eontemplati(in of the tes- 
tator when the auiouiits of the several specilic bequests were 
determined upon. 

331. Thus, to take the simplest possible ease, let us say 
,that the line ax 



re])resent8 the amount of the production of a given com- 
munity. Of this total, ax^ let ah represent tlievharc going to 
tl^e land-holding class as rent ; hc^ the remuneration of the 
caj)italist class, uikUt the name of interest ; dx^ the portion of 
the produce t>aid in wages ; and, ])y consequence, c*c?, the pait 
retained by the em])loying cla^s as profits, la^t it now be sup- 
posed that an instantaneous inqu-ovement (‘akes place in the 
industrial quality of tlie laboring class, by which they become 
so niu(ih more careful and painstaking, more adroit and alert, 
more observan/. and dexterous, as to effect a saving in the 
materials used in each* and every stage of production, with a 
resulting increase of ten per cent, in the finished ])roduct over 
.what had been accomplished by more wasteful, clumsy, hml- 
less operatives. This assumption is (iertainly not an unreason- 
able one, as regards the extent, of the possible saving to be 
effected through even a slight improvement in the industrial 
* quality of a laboring population. The total product will ihon 
be represented by the line ay. 

Our question is. To whom will go that portion of the prod- 
uce whiah is represented by the dotted line xy^ under the 
normal operation of economic foroes? 

I answer, If our analysis of the source of bjisiness profitSjis 
correct, this will go to the laboring Class in enhanced wages. 

332. •To whom else should it go? To the landloj^d class, 
in higher rents? No, clearly not, since the materials^em- 
ployed have not been increased, but the gain to production 
results ffom *a better economy of materials, in kinds and 
amounts as before. Hence, no greater demand is made upstfi 
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tlie land ; hence, cultivation is not driven down to inferior 
soils ; hencic,* rents can not be enhanced, *rent representing 
only and always the excess of produce ^on the better soils 
above tliat of the soils of the*lowest net j)roduetivenessnnder 
cultivation. The ]ine»rt/>, therefore, remains unchanged. 

Shall the line be sli-Jw any ehang 4 ‘? Shall all or any part 
of the gain jcy go to tiie capitalist class, as interest#? Again^ 
no. An improvement in the industrial quality of the labor- 
ing class does not necessarily increase the amount of tools 
and supplies required in production. On the contrary, neat, 
intelligent, careful workmen require evcui fewer tools than 
ignorant, slovenly, heedless workmen, to perform the same 
kind and amount of work, since in the case (»^ the fornwr 
there will be a smaller proportion at any time broken or 
dulled or from any cause awaiting re])air. Since, then, there 
is no greater demand for capital in the case siq)posed, there 
can be no increas^ in the rate or amount of inter 'st ; and the 
line bo will, therefore, not be lengthened. 

Will tjie whole or any j)art of xj/ go to the employing class, 
as increased profits? If we have correctly •discovered the 
source of business profits, this will * not be the case. An 
V 4 j;^ovement in the industrial quality of a given body of work- 
men would not require an increase in the number of employr 
ers ; hence, would not, could not, enhance the aggregate ^ 
amount of profits. On the contrary, an iinprovermint in the 
industrial quality of the laboring class would tend, and would 
t^.:nfl strongly, to raise the standard of business ability in the 
employing class ; to drive out the more incomj)etent, tlm;;eby 
raising the lowpr limit of production in this respect, and 
thereby reducing the aggregate am<mnt realized as^)rofits. 

"y^e see, therefore, that fhe line cd will not be increased, in 
tlte case supposed ; and^ as we have proved the same respect- 
ing ab and he successively, the whole of ajy must go to 
lengthen the line dx, representing the amount pi^v^ously 
received by the laboring class as wages. 

333. We have thus far, for convenience \)f reasoning and 
simplicity of illustration, assumed that the economic effect of 
jflTe improvement in the industrial quality of the body of 
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laborers in view, is confined to an increase in the aijaouiit of 
the finished product through a diminution in th&t element of 
waste which enters, lUiorc or less, into all production of wealth. 
The same argument would hold* good of an improvelnent in 
the industrial (|uality <^f the laboring population whicli should 
result in the ])roduetioii i»f goods of e|ual bulk and weight, 
but of a greater value through a Ijighef qualify, a more per- 
fect finish, a nicer adaptation to the wants of the community. 
Not only is such an increase in the value of the])roduet, which 
does not increase the amount of materials taken from the soil 
and hence has no tendency to enhance rents, possible, but 
instances of this character are, more than any other, represent- 
<idiee of the modes of production in communities of ad- 
vancing civilization. Articles are often sold for twice, thrice 
or ten times as much as other articles, containing the same 
amount of material, simply by reason of the skill and taste 
1 which has enhanced their value to the consumer. In all 
'such cases, the increase due to the improvement in the indus- 
trial quality of the laboring classes would, undertint j)rinci- 
’]»Ies laid down, •go, entire, to the laborers themselves, gra nUnl 
J only jjcrf eel. competition. . 

334. But such an improvement in industrial quality wvii^ 
probably be followed, sooner or later, by an actual increase 
in the amount of material ^tiJiployed. In this case, what 
would be the distribution of the produce ? The increase 
would no longer go entire to re-enforce wages. A larger 
amount of materials being used, a greater demand wouldMje 
mack thereby upon the productive powers of the soil; the 
lower limit of cultivation wt>uld be pushed, downwards, a 
longer or H shorter distance, to supply the increased demand ; 
and rent would be enhanced, as ifi all prosperous and pro- 
gressive countries it certainly tends to be. * 

But the amount which would thus go to enhance rent — it 
might* bh nyich, it might be little— would still be limbed by 
the Ricardian formula ; and all the remainder would be 
. jjnde|; the principles laid down, to increase th*^. 

ef h^r, tbe portions reserved as interest and 

jfifiliferiflgnocliange. 
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336. But suppose, again, that the improvement in the in- 
dustrial qualify of the laboring class is carried to such a degree 
as to qualify them to use a higher order 0 / tools, more com- 
plicated*, more delicate, and hence more expensive ; to 
abandon the hand-tools, heretofore employed, for costly and 
powerful machines. (Here we should have an increased 
demand for CJ^ital ;,^and, by consequence, supply remaining, 
for the time, unchanged, hiterest would be enhanced. But 
the amount by which interest would be thus enhanced would 
not be the amount by whi(di production was increased. On 
the contrary, the rate of interest would still be governed by 
the. relation between the supply of iiiul the demand for capi- 
tal ; and all the increase of product which was not thus taken ‘ 
would, under the principles laid down, go directly and excfu- 
sively to increase wages. 

336. We may illustrate this by su])p()sing a workman, who 
has hitherto hee» using a few coarse, simple, cheap and dura- 
ble tools, in producing a low-grade artit‘le, to have qualified 
liimself^ by private study and practh^e, to use numerous, 
delicate and intricate tools, in doing a high order of work, in 
the same branch of industry. TJie <*x)st of maintaim’ng the 
^sto^k of tools of the former kind might have been, including 
interest, repairs and occasional replacement, five dolla’’>, a 
year. The cost of maintaining the stock of new tools rnigVit 
1 . fifty dollars a year. But, the increased daily value of the 
product, due to the introduction of a superior order of work- 
mmship, miirht be a dollar, or two dollai's, a day. What I 
am insisting upon is, that, not only would the individual 
workman, in the given instance, if he intelligently put’sued 
his own interest, secure higher wages, correspontog to the 
increased value of bis proidnetion, mmus the added cost of the 
<|(Avice (which iprobably no one would deny), but that what 
would be true of the individual workman will be true of the 
workijjg class, as a whofe, so far as, by an improvement in 
their industrial character, they qualify themselves for sf higher 
grade of production, higher in respect ^to quality or* to 
amount. 

And it is to be remembered, in this connection, that what- 
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ever^^^he advantage which the added demand for tools or 
maoJiinery may, in^ tlje immediate instance, giv« to the own- 
ers of existing capital, that 'advantage will steadily tend to 
declini?. Thus, in the case supposed, the first equipvnent of 
the improved laborer for his new w^>rk, might cost $200, 
increasing the demaiitl for capital to | this extent, and thus 
raising soTjiewhat the sum obtained in ?:,hat community, that 
year, as interest. But the increaJ.e of production, might, as 
we have reasonably supposed, amount to even more than $200 
annually ; so that the supply of capital, relatively to the 
demand, miglit, after a single year, be greater than before ; 
while the capability of accumulating capital during each suc- 
ceeding year would be greatly enhanced. 


CHAPTER VI. 

WAGES. — CONTINUED. 

THE CONDITION!* OF THE LABORING CLASS AS AFFECTED BY 
IMPERFECT COMPETITION. 

337' The Economic Position of The Laboring ClasB.— 

Iw Chapter V. we set forth the relation of wages to the 
other shares of the product of industry, reaching the conclu- 
sion that, notwithstanding the formal attitude of the laboring 
class *in industry, as hired by the entrepreneur class and wak- 
ing for stipulated wages, the normal operation of the laws of 
exchange is to make the former, in effect, the owners of the 
entire pro/luct, subject to the requirement of paying the 
definite suras charged against that pf oduct^ on the three several 
accounts of rent, interest and profits. 

338. What Will They do With it P-i-This position of the 
laboring^class would seem to be a not ineligible one, conceding 
that tHe exigbneies of modern production require the mainte- 
nance of the entrepreneur class. 

We havb set^n what is the best the laboring class can, in 
theory, do for themselves, under the existing organization oi 
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J industry : what is the most they can claim for their services. 
Let us now inquire, what, in fact, this class jjo for themselves 
in this respect ; and if they fall short of ^realizing their full 
share of -the product of indus^y, to what causes the failure is 
to be attributed. 

The laboring class n!ay do themsc^ve^an economic injur}" in 
either or both of two.^vays : fij:gt, through cxcesswe repro- 
duction, sexually, leading ^o over-population, involving the 
necessity of cultivating poorer and poorer soils, with the re sult 
of continually diminishing per capita production ; secondly, 
through a weak, spasmodic, or unintelligent competition with 
the employing^class.) 

The consideration of the former of these causes will le 
postponed till we reach the department of (Consumption. The 
latter will form the subject of the following paragraphs. 

339. Imperfect Competition — A total failure of competi- 
tion is impossible.# No class will be found so stolhl and inert 
as to make no exertions whatever to change a worse for a 
better condition. The impulse to buy in the cheaper and to 
sell in the dearer market wdll, in some measure^ a(*tuate every 
body of laborers. Yet the degree in Vhich that motive is 
effectual will be found to vary widely as between men of 
different climes, and of different races. Compare the New 
Englander with the East Indian. The former, inquisitive, 
alert, aggressive, almost destitute of attachment to locality, 
quick to change his avocation, if a profit shall aj^pear, and so 
gifte^ with mechanical insight and aptitude as to acquirt* the 
rudiments of any art in an astonishingly short time; occupying 
a country where the transmissioif of intelligence is incessant, 
and where the transportation of passengers and freiglrt reaches 
^ the maximum of ease, security and ^•,heapness ; enjoying the 
ad^tage of a wide margin of living, and with no inconsider- 
able savings laid by from*thj liberal earnings, of fonner years, 
is not lil^ly to remain long ignorant of opportunities im- 
proving his industrial conditions, whether through change of 
place or avocation, or likely long to allow such opportunities 
to remain unimproved. We get a measure of this freedom of 
bdtWidual movement in the census statistics, by which it aj^ 
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pears that in 1880 nine and a half millions of the native popu- 
lation were living in States other than those of 'their birth. 

340. The ImmQbility of Labor. — On the other hand, the 
Eastf Indian, bound in fetters*^ of caste, of superstition, of 
ignorance and poverty, occupying a (^ountiy vast portions of 
which are traversed only by bullock-pt^lhs, abides in his lot, in 
spite of 'wretchedness and famine, as though rooted in the 
soil itself. 

But we have not to go as far away as India, to find instances 
of a higli degree of immobility in the population, in the face 
of strong and urgent reasons for migration. A century ago 
Adajn Smith wrote : 

• “Eighteen pence a day may be reckoned the common price 
of labor in London and its neighborhood. At a few miles’ 
distance, it falls to fourleen and fifteen pence. Ten j>en(^e 
may be reckoned its price in Edinburgh and its neighborhood. 
At a few miles’ distance it falls to eight ])e^i(‘o, tlie usual price 
of common lalxu- through the greater part of the low country 
of Scotland, where it varies a good d(\il less than ii\ England. 
Eadi a difftre^ice of prices, lohlek it seems is not always suffi- 
cient to transport a mlmfrom one parish to aitother, 'would nec- 
essarily occasion so great a transportation of the most 
commodities, 7wt only from one point to another, but from one 
end of the kingdom, almost from one end of the world, to 
{mother^ as would soon reduce^ them more nearly to a leoeV* 
So great did the resistance to the flow of labor api)ear to his 
eye, that lie declared man to l)e “of all sorts of luggaiftli the 
mest difficult to be transported.” 

341. It might be su]>posy^d that the increase during the 
century la the facilities for transportation and for the diffu- 
sion of information would havtf done much to remove the « 
obstructions which, in Adam Smith’s day, retarded the move- 
ment of labor to its market ; but* the force of ignorance, fear 
andt pbvcrty is not so easily broken. Prof. Fawc(<t in his 
Political Economy writes : “ During the winter months, an 
ordinary agricifltural laborer in Yorkshire earns thirteen shil- 
lings a week ; the yages of a Wiltshire or Dorsetshire laborer, 
doing the same kind of work, and working a similar number 
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of hours, are only nine shillings a week. This great difference 
in wages is hot counterbalanced by otli^r considerations. 
Living is not more expensive in YorkshUe tlian in Dorset- 
shire, and the Dorsetsh^e laborer does not enjoy any particular 
advantages or privile^*8 which are depied to the Yorkshire 
laborer.” 

Instances witjiout number might be cited, sluAving the 
practical immobility of the agricultural ])opiilation of Kjigland 
in the ])ast ; and in tliis reK})ect, England nniy be taken as 
fairly re])re8enting tlie actual world about which tlie econo- 
mist reasons, being in the mean between the people of North 
America and ‘Australia, on the one hand, and those of Asia, 
on the other. 

342. Change of Occupation.— So much for the movenunit 
from place to j)lace, which is neede<l to meet tlie recpiireinents 
of industrial competition. Of the movement from one avoca- 
tion to another, wliich may be rtupiired for the ^ me end, an 
even less favorable account may be given. An American will 
ffnd it difficult to conceive how' slow* and painful is the process 
by which an overcrowded avocatioi'. is deplete"^! or a growung 
industry re-enforced, in any of th(‘ States of Eurojie. 

• Jt^iHiis last and greatest wmrk Prof. Oairnes sought to rea(*h 
a measure of the rate of this movement in England. Ilis^ 
result wuis substantially this : tliat only loss by death or disa- 
bility could be relied u2>on to‘reJi(‘ve the labor market in anv 
branch of industry which wms overdone, and that the sole 
dlsjjTisable fund for supiilying new laborers to new^ or grow’- 
ing liraiiches of industry was to be found in the body of ^ ar- 
sons each year cpming of age, indusirially sjieaking. It would 
be easy to show that the ‘‘play ” thus given to the hibormar- 
ket^is far within the limits of those great oscillations of 
inliustry which tabor must meet, fully and promptly, or 
suffer because it can not laeet them. Moreover, it is doubt- 
ful whertier Prof. Cairnes does not overrate thi^ dis'^ij^able 
labor fund. 

So far from the members of the rising Jeijerat^on being 
perfectly free to move into avocations other than those of 
ilieir parents, mill-owners arc harassedy^iy ap2)lications from 
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I their hands to take children into employment on almost any 
I terms. The mo re* miserable the parents’ condition, the greater 
becomes the pressi^re on them to crowd their children some- 
hov> f somewhere, into service. ' Once in a mill, we know how 
little chance there is of the children alcterwards taking up for 
themselves another way^of life. 

In thetagricultural districts of England, g^ngs of children 
of all ages, from sixteen down W ten or even five years, were 
formerly organized and driven from farm to farm, and from 
parish to parish, to work all day under strange overseers, and 
to slee]) at night in barns, huddled together without distinc- 
tion of sex. The system of public agriculturargangs required 
£11 act of Parliament to break it up, and we have the testi- 
mony of the commission of 1867, that, in spite of the law, 
gangs were then still formed in some parts of the kingdom. 
So late as 1870, children were employed in the brickyards of 
England, under strange masters, at three {Jnd a half years of 
age. Account is given of a boy weighing 52 pounds, whose 
daily task covered fourteen miles ; oiie-lialf of this ^yitK a load 
of clay weighing forty pounds, upon his head. 

Such instances sho\<^ graphically the error of supposing that 
parents who are tied down hopelessly to an occupation ^hi<?,h 
affords the barest subsistence, can freely dispose of their 
* children to the best advantage, among a large class of occu- 
pations. Es})ecially when we consider that, in the develop- 
ment of modern industry, trades become highly localized, shall 
we ‘see the practical fallacy of this assumption. Even if we 
suppose the parent to be advised of better opportunities 
opening in some trade protA^cuted at a distance, yet, years 
before the boy or girl will be fit to send away from home, the 
chance of earning a few pence ii# the mill where the parent 
works, will almost irresistibly draw the child into the vo{*l3X. 
The truth is, that tfnfil you secure^ mobility to adult labor you 
will^cdl tojind it in the rising generation^ and that acnong an 
ignorant and degraded population four-fifths, perhaps nine- 
tenths, of all children, by wdiat may be called a moral neces- 
sity, follow the occupations of their parents, or those with 
whom fortune has f»laced them. 
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343. The Industrial Effects of a Failure of Competition.— 

If industrial movement may be thus tardy and limited, even 
among a people of Teutonic blood and enjoying free institu- 
tions, it Ijecomes a matter of s^u-ious concefn to inquire wJLat 
are the effects of a partial failure of competition. 

And, first, let us see 71st what it is that we look to competi- 
tion, when active and ^^iomplete, to ifccoraplish. 

We have defirfed competition to be the 02)eration of indi- 
vidual self-interest among buyers and sellers. We saw that 
this implied that each man acts for himself, solely, by himself^ 
solely, in order to get the most he can from othcTs, and to 
give the least Ijc must, himself. 

Now, this may seem a very unamiable thing yet, rightly 
viewed, perfect com[>etitiou would be seen to be the order of" 
the economic universe, as truly as gravity is the order of the 
physical universe, and to be not less harmonious and beni^- 
fi(5ent in operation.^ If free and full, unqualified, unremitting 
competition could bo secured, the results would be more 
honorable to human naturi*, as well as practically moje 
advantageous, in the same degree, and for tin; same reason 
that absolute justice would be ni 'r(> a^lvantageous and more 
honorable than j)artial jusliee j>at(‘hed u]) with charity. 

The Economic Harmonies.— When we 0y that 
through competition one reaches liis bist market, (loes tliis* 
mean that in that way he does be.st for liirnself alone ? On 
the contrary, when one reaches his best market, lie d ^es not 
only that which is best for liimself, Imt that which is best ’if or 
I others. He not only gids more than by resorting to any 
, other market, but, in the very ac^ of doing so, he gives mo\*e, 

; also. If in that* market his service or cornmodit}^ bears a 
higher price than elsewhen^ this is of itself a proof that his 
serj^e or commodity is there in greater demand, more needed, 
the subject of an intenser wuiiit, than elsewhere. Con- 
sequential^ were he to resort elsewhere, he would noj; only 
receive less himself, but would satisfy a loAver want ofi the 
part of others, leaving a higher want unsatisfie^d. 

345.— But thiLinaih office of .comjiet it ion is to presefye indi- 
yi 4 ftalS-.aiid.-Classfia froni. destruction or inj^istrial degradation. 
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through excessive burdens imposed by authority, through 
natural catastrophes affecting the sources ot livelihood, or 
through the gradual decay of commercial demand. Beal the 
hee,yiest blow yoii can with a .hammer into a bin of barley, 
and you will not injure a single grain]* though the hammer be 
buried to your hand,' because ever}'^ grain moves freely from 
its place^^and the mass simj)ly opens (.o receive the intruding 
substance and closes around and above it. Lay one of the 
grains upon a rock, and your blow will smash it into a i^aste* 
Let the stoutest shi]) that ever rode out a hundred gales have 
her bow lodged in the sands, and the oncoming waves of the 
first storm will break her up in a few hours. 

In the nature of the case, blows must fall, from time to- 
time, upon every industrial community or class. Whether 
these be due to wars or failures of the harvest, or to confla- 
grations and floods, or to the shifting of commercial demand, 
or to vicious legislation, labor has an ampk‘ security against 
deep and permanent injury, so long as its mobility is unim- 
paired. On wliatevei* spot th(‘ blow may fall, complete free- 
dom of movement, from place to place and from avocation to- 
avocation, will cause die original loss to be distributed over 
the industrial body, wliile the forces of repair and restoration 
will irnnlediately set to work to make good what has bkm 
•taken away. 

846. To Him That Hath Sh,all be Given.-rThis tendency 
to the diffusion of all benefits to the ecpialization of all bur- 
dens, and to the rejiair of all local injuries at the expen^ie of 
the vital powers of the whole industrial body, is properly the 
subject of admiring contemjhlation by social and ethical phi- 
losophers;. Frederic Bastiat has, in words of deathless elo- 
quence, described this play of industrial forces, under the 
title of The Economic Harmonies. 

But the political economist who undertakes the explanation 
of the jKdual phenomena of the industrial world, is ]^ound to 
notej not only that the assumption of full and free competi-^ 
tion, which undjTlies this theory of the self -protecting power 
of labor; is wholly gratuitous, as applied to vast portions of 
the earth’s populakpn ; but, also, that, when the mobi lity** of 
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.labor becomes in a high degree impaired, the reparative and 
restorative fojces do not act at all. On the contrary, a new 
and antagonistic principle begins to operate, viz.^ the princi- 
ple that “ To him that liath sImiII be given,' and from him^at 
hath not shall be takenl away even the little that he secmeth 
to have.” 

Under the rule of tli/s great economic as well as social law, 
industrial injuries onc;e suffored tend to remain, and not to be 
removed. The wretch who has fallen is trampled on in the 
maddening struggle for j)lace and ])elf. In the case of the 
laborer thrown out (►f employment, for instance, there is 
always dan go** that self-respect, ho]>efu]ness and ambition, 
which we have seen (par, 70) to b<* most powerfid factors i^^ 
industrial efficiency, may fail among squalid surroundings. A 
less ample or nourishing diet, and less healthful conditions, 
submitted to for awhile, perhaps the contracting of dis- 
tinctly bad habits*, through amviety, disaj)pointment and en- 
forced idleness, may so lower his industrial power as to unfit 
him to render the same amount and quality of service as 
before, ^n such a case, not only is there no tendency in any 
economic force to repair the misdiief that has been done, but 
even^iie occurrence of better times and ncAv o])portunities 
would not restore the shattered industrial manhood; 

347. Economic Injuries Tend to Remain and to Deepen.* 
— Irrespective of any thing catastrophic, the tendency of j)urely 
economic forces, under impaired competition, is co’ tinually 
to aggravate the disadvantag(‘s from which any person or 
class may suffer in the beginning. Uef(‘at is an ill prepara- 
tive for fresh conflicts. (Every gain Avhich one makes at *the 
expense of amulier furnishes th(‘ sinews of Avar for further 
aggression ; every loss suff^u-ed din'’nishes the capabilities of 
furtiier resistance* 

This principle applies with increasing force as we go down-’ 
ward inj;he industrial scale.* Emphatically is it true, ^hat the 
curse of the poor is their poverty. Cheated in quantity, Ijual- 
ity and price, in whatever they purchase*, thqy are unable to 
get even as much proportionally for their little as the rich for 
th&ir larger means. The tendency of piij^ily economic forces,, 
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j therefore, is to widen the differences existing in the constitu- 
' tion of industrial society, and to subject every person or class, 

• who^ niay, from any cause, be put at disadvantage, to a con- 
j Btac^^y increasing burden. r 

348. What may help the Laboringi Class in Competition 
for the Product of Industry .—-Granting that perfect compe- 
tition would do all tharhas been clacmed for the working 
classes, realizing the very ideal conditions under which they 
should work, but, at the same time, recognizing the fact that, 
in industrial society as now constituted, competition is very 
partial and incomplete, let us inquire what, if any thing, can 
be done to help the laboring classes in their competition for 
the product of industry. 

The answer of the economists of the laissez fairCy or Man- 
chester school to this inquiry is a very easy one. Freedom 
being the ideal condition, and society suffering from lack of 
it, let us have all the freedom Ave can get, at this time, and 
thus prepare the way for more of it in the time to come. Let 
us abolish every thing in the way of restraint or regulation, 
everything in the way of concert or combination in industry, j 
which we can abolish, -and trust to the future for doing away 
with those obstructions which are now bc^yond our reacli. 

349. Economics and Politics.— This answer is so easy as 
not unfairly to arouse some suspicion. Do we deal in this 
spirit with the question of progressive freedom in govern- 
ment ? Does any right-thinking man, with his eyes open 
upon the experience of the last hundred years, allege that 
progress is best to be effected by indiscriminately throwing 
off restraints ? Is it not admitted that discretion and order 
must be observed in removing political checks and balances 
and limitations ? Are there not, in any well-organized society, 
restrictions which correspond to certain human infirmities, of 
which we can not now hope to rid th« race, in such away that 
the existence of the restrictions increases the actual degr^ of^ 
freedom* enjoyed by the community ? 

* The modern English citizen, who lives under the burden of the 
revised edition of the statutes, not to speak of innumerable municipal, 
railroad, sanitary and of^ier by-laws, is, after all, an infinitely freer^as 




FREEDOM VS. RESTRAINT. 


267 


850. The Burning Theater.— But if any reader distrusts an 
analogy drawa between economies and politics, let us take a 
case from real life, where all the Vlements, can be easily and 
confidently grasped. Suppose a crowded audience to be ^^‘'ek- 
ing to escape from a tjheater which has taken fire,’ There 
might be time to allow'^the safe discl^/irge of all in the house. 
If so, the individual i/iterest of each person clear'y would 
coincide with the interest of^the audience viewed collectively, 
namely, that he should fall in j)recisely according to his posi- 
tion relative to the common place of exit, and should move 
just so fast and no faster, according tv the rate of discharge 
from the building into the outer air. Yet, hutnan nature 
being what it is, we know that there would be great dangei^ 
of a furious rush for the door, whieli would lead to the serious 
retardation of the movement of the audience as a whole, and 
probably to many persons being trampled upon or burn(‘d. 

Suppose, now, tliiat, at the moment of alarm, a re of reso- 
lute policemen were to present themselves, what could they 
do ? Clearly they could not cause the audience to be dis- 
charged more quickly, safely and harmoniously^ than would 
be the case did every person in the audience truly comprehend 
the si^^ration and act coolly with reference to his own inter- 
est, as above stated. As compared, however, not with what 
the audience ought to do, but what they probably ould 
the advent of the policemen w ould save many limbs and lives, 
perhaps avert a calamity that would have filled the world 
with horror. With discipline thus imposed upon men in 
such a situation, the procedure which would be for the in%r- 
est of each and of all might ^o forward swiftly, surely 
and steadily, under authoritative direction. Disc^iine can, 
indeed, create no force, but k may sav(i much waste. 

3jfl. Eegistration of Land.— But if any one is still dis- 
posed to distrust analogies ^Irawn between things inside and 
things outside the sphere of economics, let us take the <fas^ of 
a regulation prescribing the registration of real estate and the 


; well as nobler, creature, than tlie savage who is always under the despot. 
; ism df physical want.” Jevons— ** The State in .Relation to Labor,” 
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recording of all transfers and mortgages of land. Such a 
regulation would be restrictive upon transfers. Transfers 
wo&ld require to be made in writing and after a definite form ; 
certain words must be used to make the instrument effective ; 
a certain delay must Jbe submitted toj; an office, perhaps at a 
distance, must be visited ; copies must be made ; a fee given. 
Yet who* does not know that a regulition qf tliis character, 
though in name restrictive, wo^ild in fact not retard but 
immensely j)romote the transfer of real estate. For uncer- 
tainty it would substitute the highest assurance ; for the risk 
of losing the whole j)rincipal, it would offer a clear and inde- 
feasible title, which would r(‘pay, man}^ times over, the petty 
•vee and the trouble required. The slow and costly transfer 
of real estate in England, where no such system exists, in com- 
parison with the cheap and easy transfer of the same species 
of proj)erty in the United States, affords a measure of the 
force of this cause. ’ 

362, Always a Practical Question.— Perliaps enough has 
been said to show that the (piostion whether a certain act, 
ordinance or sccial arrangement retards or promotes the move- 
ment of labor to its market, is a i)ractical question, not to be 
determined d priori^ except in the case of extreme mk sures, 

^ but to be considered and decided with reference to the existing 
c(j[idition of industrial society and to the actual infirmities or 
liabilities of the laboring p()j)ulation to which it was intended 
to apply.* A crutch operates only by restraint, and to a man 
of sound limbs can be only a hindrance ; but it is a restraint 
which corresponds to the infirmity of a cripple, and may be 
the only means of enabling him to walk, or even of keeping 
him fronfi falling hopelessly to the ground. 

In application of these remains, a brief discussion of thoi 
influence of Trades Unions and Strikes upo*a wages andV)on 
the condition of the laboring clatis, >\dll be found in Part VI. 

86 , 3 '. W^^ges and Public Opinion, — When the vfHter first 

* “ The ouU'omy of tlie inquiry is tliat we can lay down no hard and 
fast rules, but must treat every case, in detail, upon its merits. Specific 
experience is our best ^uidc, or even express experiment where possjble.’* 
Jevons— “ The State ifi ‘Relation to Labor.” 
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ventured, in 1874, to urge that respect for labor and sym- 
p^hy with_th 4 i laboring dass flight become^a force in determ- 
ining the market rate of wage^ he was greeted with derit^on. 
He has j’eason to believe that in the intervening yeaiv'the 
arguments tlien preseiJted liave worked their way toward a 
conviction of the }>ublic mind that the ^^ause thus adduced is 
not an unreality, but tne which actually operates with per- 
ceptible force within the fieid of economics. 

Let it be observed that what is claimed is, not that com- 
passion and sympathy will induce employers here and there to 
pay wages above t.h(‘ market rate, but that these sentiments 
may become force in determining what the -market rate 
shall be. 

354 . An Analogous Case. — And, in the first place, why 
this incredulity on the first suggestion of the subject? Is it 
not true that sentiments of personal kindness and of mutual 
respect between (Jasses of the community have had a very 
im])ortant influence, in many countries (see pars. 206-76), in 
determining the rates at which land should be leased? If 
})ublic opinion may be a very powerful, often ^ ])re(lominant, 
force in determining the rent or land*, why should we not 
expeej^that it would liave at least an ajipreciahle force in 
determining Avages ? 

366 . The Reason of the Case. — But let ns leave analogy, 
and turn to tin* reason of tlr-^indiAndual case. TIow can tin; 
sentiments we have invoked become an e(*onomic force, and 
thus enter into the distribution of wt*alth hilweeii employer 
and employed ? 

Let ns recall the prinei]>le, s(^ often insisted on, that it is 
only as competitum is perfect that the Avages classJiave any 
security that they Avill receiw* the highest remuneration which 
the^dKisting condijbions of industry Avill ])(*rmit. In the failure 
of competition, they ma/be^ pushed doAvn, grade by grade, in 
the industrial as in the social scale. Let us recall, moK^over, 
that the failure of c()mi»etition may bo duo to moral as much 
as to physical causes ; that if the workman irom any cause 
does not pursue his interest, he loses his interest, AVoether ho 
refrain from bodily fear, from jioverty, from ignon ce, from 
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timidity and dread of censure, or from the effects of had 
political economy^ which assures him that if htvdoes not seek 
his interest his interest will fteek him. 

lfa.w I ask, can it he doubtful ^hat the reject and ayn;pathy 
of the community must strengthen ttic wages class in this 
unceasing struggle ; fiiust give weigh! and force to all their 
reasonabl/3 demands ; must make tln'm more resolute and 
patient in resisting encroachmenti; must add lo the confidence, 
with which each individual laborer will rely on the good faith 
of those who are joined with him in his eaus(‘, and make it 
harder for any weak or doubtful comrade to succumb ? 

And, on tke other hand, will not tlie consciousness that the 
,wiiole community i^nnpathize Avitli the efforts of labor to 
advance its condition, by all fair means, inevitably weaken 
the resistance of the employing class * lo claims jvhich can be 
conceded, diminish the (‘onfidence with which each employer 
looks to his fellows to hold out to the end, ^and make it easier 
for the less resolute to retire from the contest, and grant, 
amid general applause, what has been demanded ? 

366. Tho Lg^montablo Case of Hodge.— Let us apply these 
principles to an individual case. lIodg(‘ thinks — Hodge is a 
plowman, and has bt‘en getting twelve sliillings — 

that ho ought to liave more wages, or, ratlier, for Hodge 
Vould scan^ely put it so abruptly, he feels that it is dreadfully 
hard to live on twelve shillings. He has attended a lecture 
dedivered by Mr. Joscpli Arch from a wagon on the green. 
He' is uneasy and wants to improve his condition. SO far, 
then, he is a hopeful subject, economically. The desire to 
improve one’s c.ondition is llie sine qua non of (competition. 
Will these stirrings of industrial ambition c()me to anything? 
Will the discontented plowmau seek and find his better 
market ? f Tliis is a great (piestion, for iipop the answer «tp it 

* “Masl(Ts are always and every whete in a sort of tacit, but constant 
and fcmiforn\. combination not to raise the wages of labor ifbove tluar 
actual rate.”— Adam Smith : “ Wealth of Nations.” 

f In di^ussin^ llis valuable agricultural statistics before the London 
Statistical Society, Mr^ Fred. Purdy said : “It would appear that no 
commodity in this country presents so great a variation in price, at one 
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depends the future of Hodge, and perhaps of his sons and 
grandsons. Let the Spectator (August 4, ]872), tell how he 
is assisted on his way and encouraged in ,his weak, ignomnt^ 
doubting mind, by lan(|lord, Bishop, and judge. 

‘‘ The man has been,^ so to speak, morally whipped for six 
months. He has found no friend auywl^ere, except in a press 
he can neither r^‘ad nc^ understand. The duke has* deprived 
him of his allotment ; the bishop has recommended that his 
instructor should be ducked ; the squire has threatened him 
with dismissal in winter ; the magistrate has fined him for 
quitting work, which is just, and scolded him for listening to 
lectures, whi(^ is tyranny ; the mayor at Evesham has pro- 
hibited him from m(‘eting on the green ; and tlie lawyer—* 
witness a recent case near Clielmsford — has told him that any 
one who advises and h(‘lps him to emigrate is a hopeless 
rascal.” 

Now I ask, in a>l seriousness, is Hodge quite as likely to 
pursue his interest and persist in whatever that requires — 
— which, ji)e it observed, is no other than what the interest of 
the whole community requires — as if his sociak superiors were 
encouraging him to better his fortune If he finds a chance ; 
a|i if t.(ifb shopkeeper and th(‘ publican and the lawyer and the 
rector and the squire were not all ranged against him ? Is it^ 
not possible that, for the lack of a little fanning, the feeble 
flame in Hodge’s breast may die out, and he, giving up all 
thought of seeking his fortune elsewhere, return to his fur- 
row, never to stray from it again ? 


time, as agricultural labor, taking the ihoncy wages of the men as the best 
exponent of its value. A laborer's wages in Dorset or Devon* are barely 
half the sum given for similar services in the northern parts of England.” 
Amo]|g the causes of this Mr. Purdy cites ‘‘the natural ns inertia of 
the%lass.” 
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CHAPTER VII. 

TWO OTHER SHARES IN DISTRIBUTION. 

867 . We have discussed the distribution of the product, 
under the entrepreneur organization of industry. We have 
seen that this })roduct is divided into< four principal shares, 
rent, interest, profits and wages, t^orresponding to four classes 
of claimants. We have now to inquire what becomes of cer- 
tain portions of the })roduct, which do not appear to go into 
either of the four shares enumerated. And first of the amount 
taken by government. 

• 368. Taxation.— There lias long been a difference of opin- 
ion among economists, \vjiether taxation, should be a title in 
-'distribution or in consumption. Prof. Senior held to the lat- 
ter treatment ; Prof. Jevons favored the former. 

The difference is just this : Shall we regard government as 
a fifth original claimant upon the ])roduct of industry, taking 
its share under the name of taxes, as the land-o^\mer takes 
rent, the capij;;ilist interest, the employer profits, and the 
laborer wages ; or shfill we regard the product as divided into 
four shares, out of ea(di of which is paid, as one forrfct\of the 
owner’s consumption of his income, a sum, great(‘r or less, for 
the sustentation of governnumt, just as out of each such 
share are paid sums, greater pr less, for shelter, food, fuel, 
etc.? 

The question is not a very important one in a general 
treatise on Political Economy, and neither decision solves 
all the difficulties of the ca^, since the functions of govern- 
ment are»80 various and so widely diverse. 

On the one hand, it is said that government is a great pro- , 
ducer and should be regarded as a claimavt in distribution, 
taking its share under the name qf t«ixes. Government builds 
andjt^eps in repair roads and bridges and breakw^iters and 
perhaps, also, canals and railways, for the purposes of trade 
and industry. •Government maintains a constabulary and 
court-houses"and jails, that the honest and industrious may 
work without hindrance or even fear of molestation. Gotem» 
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ment does a great many other things which minister directly 
to the creation of values, vastly increasing the amount of the 
product over what it would havo been without the interven- 
tion of this agency. 

On the otlier hand, ijt is said that a great part of what gov- 
ernment does has not tlie production oii wealth as its ])rimaiy 
object, and that muclj does not even contribute indirectly to 
tliat end, as in tlie (jase of the vast military and naval ex})en- 
ditiires of the nations of Europe, wliich liave for their pur- 
pose, not the preservation of civil peace, but to maintain the 
existence or extend the power of nationalities or of dynas- 
ties. Seconcjjy, whatevei* the objects of expendiiure, govern- 
ment does not obtain its revenue through the agencies of 
exchange, but by forcible collection, men contributing, not 
because government has made it worth their while to do so, 
not because govermnent is prepared to render an equivalent, 
but simply beiiause government demands the contribution and 
will have it. P^or these reasons, it is urged, the revenue of 
the State should not be treated as a share in distribution, but 
as a fond of consumption. 

369 . As has been said, the qucstion.is not free from diffi- 
culties whatever course be taken. A thoroughly consistent 
treatment of the subject of taxation would require the appear- 
ance of this title in more than one department of political 
economy. 

(a.) The function of government in the creation of values 
is extensive and important, under the modern organization of 
industrial society. The building and maintenance of roads 
and bridges, of breakwaters and lighthouses, the opening of 
harbors, and the* improvement of rivers, all directed towards 
a larger production of wealth, form a notable part of the 
ind'48trial agencies of all progressive communities. These 
tlftngs, if done on the initiative and at the expense of indi- 
viduals, who looked to tolls* fees, and dues for their reiipburse- 
ment, would be by all deemed productive, in the dullest flense. 
They are not less so when done by government, with funds 
raised by taxation. 

The methods of taxation, the subjects of imposition, 
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the. agencies of collection^ sp far as they affect the ultimate 
incidence of taxation, that is, so far as they determine that 
thejpressure of taxation shjril finally rest here and not there, 
on tl^is class and n6t on that, fall within the department pf. 
Distribution. The questions, e. p., wiiether a tax on wages 
results in a reductioif of the comforts, luxuries, and necessa- 
ries enjoyed by the laborer, or is, in|the end, paid by the 
employer ; whether a tax on rent fests upon tlie landlord, or is 
by him shifted upon the consumer of agricultural produce : 
these and the like are questions in Distribution. 

(c.) The effects of the expenditure by government of a cer- 
tain amount, of wealth, as contrasted with the effects of the 
expenditure of the same amount by the classes who paid the 
taxes that put the treasury in funds, belong to the depart- 
p[^ent of Consumption. 

(cf.) The questions, how the largest amount of revenue can 
be secured with the smallest cost of colJ,ection ; how the 
needed revenue can be procured with the least irritation of the 
public mind ; how the highest assurance can be obtained as to 
the proper custody and disbursement of funds ; thes'e and the 
like are questions in fiscal or Cameralistic ” science, and not 
in economics strictly considered. 

(e.) In addition to the question {^»), what is the ultimate 
•incidence of any existing or projected body of taxes : who, in 
in thp last resort pays them ; whose sum of enjoyment is 
actually diminished by the imposition, we have a question, to 
which writers on taxation devote a large part of their space, 
viz., who ought to pay the taxes of any given community : 
whit classes should contribi«te to the support of the govern- 
ment, an^ in what proportions ? This is purely a question in 
political equity, 

300. The foregoing would be the true logical treatme»t^of 
taxation. In an elementary treatise, 'however, I do not deem 
it worth while to deal so elabora4:ely with this subject, and 
will postpone to Part VI. whatever I have to say regarding 
taxation, except, so far as it may be desirable to speak of 
the infliflence 'of government expenditures when we reach the 
department of Consumption. 
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^01. The Speculating Class.— Incidental to all the pro- 
cesses of production and exchange is the cjiance of gain or 
loss through the rise or fall of prices during the interval 
between * buying and 8/3llmg * between making and soiling. 
This gain or loss may be slight, in any given case, or it may 
be considerable. There were many ihanufacturers in the 
United States who made fifty or a hundred thousand dollars, 
clear, by the rise of cotton, lon their hands, in 1801 and 1862, 
and this without intentionally speculating at all, but simply 
through holding a large stock for the purposes of legitimate 
manufacturing. At other times, the daily, weekly, monthly 
fluctuations 0 ^ prices will be very slight, nowall oif one side, for 
a long time; now, all on the other side; then, oscil]atiugback> 
wards and forwards across what we may call the average price. 

To a certain extent, these fluctuations of price may hi 
trusted in time to offset each other, as regards anj^ individual 
merchant or manufacturer. Yet after all the ofT^ct of this 
is exhausted, there will still be a chance of gain or of loss, 
which may be so considerable as to become an important 
element in determining the fact pr jfits, or in deciding 

the solvency of the merchant or manufacturer, in spite of the 
8trict^i*)t observance of the rules of prudence, and in spite of 
the greatest energy and industry. 

Within this field, so far as the great body of business men* 
are concerned, fortune holds, undisputed sway. Theyii lack 
the facility to discern the signs of the future. They do the 
best they can to produce good articles cheap, to meet *the 
demands of the public as to fashions and styles, to l..cp 
expense^ down, and to avoid losses by bad debts. When tlicy 
have done this, they have done all they can for themselves ; 
and whatever gains or losses come to them through the fluctu- 
atyAs of the market, come as if wholly by chance. There 
are other men who have a r^re power to apprehend in advance 
^e movements of the market. It is always found that? when 
materials begin to rise, these men have a large stock on liand. 
Let a disastrous fall occur, these men are never caught by it. 
Whichever way the market turns, it seems as though the sole 
object were to enrich these fortunate beings. 
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Of course, tliis is speculation ; yet when it is carried on only 
incidentally to a legitimate manufacturing or trading business, 
we do not call these men speculators. 

every progressive commercial community, ^lowever, 
is found a large and increasing number of persons who, eithei 
possessing this faculty of discerning the signs of the market, 
or flattering themselves tliey possess \t, make a business of 
buying or selling according to th^ir anticipations of a rise or 
a fall. These persons are not manufacturers ; they are not 
merchants, in any })roj)er se nse ; they do not buy from pro- 
ducers or sell to consumers ; they are neither importers, job- 
bers, wholesalers or retailers ; they have perhap no stores or 
warehouses or stocks of goods ; possibly, would not know by 
sight a sample of the commodities they deal in. They simply 
l)/?t upon the market, having a well or ill-founded opinion of 
their own shrewdness and coolness in doing so. They may 
Ipse a fortune, or make a fortune. , 

The diiference between the two kinds of speculation may 
be illustrated as follows : A miller who grinds two hundred 
thousand bushels of grain a year, may, if he have this pecu- 
liar kind of insight, by carefully watching the market, buy 
his wheat at two cents a busliel less than he would havonjjad to 
pay for it had he bought it from time to time as he needed it 
^'or grinding. This is speculating. Moreover, after grinding, 
he may hold the flour weeks, or months, until he sees his chance, 
and then, by going into the market at the right moment, he 
may sell it at ten cents a barrel more than if he had sold it as 
it was made. This again is speculating. Now here is a 
saving in materials of $ 4 , 000 ^ and a gain on the price of the 
product o.f, say, $ 4 , 000 . After making allowance for interest 
on the extra capital required to ‘‘ c^rry ” the wheat and the 
flour, and for the cost of storage, the addition made hereljy to 
the miller’s profits for the year w'ould be a tidy sum. On ^lie 
other hand, a corn-broker may buy and sell twenty thousand 
bushMs a week, buying and selling on all sorts of time, ten 
days, twenty days, sixty days, six months, every transaction 
being a liet upon the price of corn at a future date. When 
the broker buys, he bets that the price will rise ; when he sells, 
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he bet 8 that it will fall. The men from whom he buys have 
as little corn as he has : the men to whom he sells would know 
as little as he what to do with actual corn, were any of \t to 
come in Alieir way. 

Of speculating as a business, two things may be said. 
First, it is surprising what an enornjouS aggregate of trans- 
actions a man of little icapital and no brains to s]>eak of, may 
conduct in the course of hisjlife, and yet neither lose nor gain 
much if only he confines himself to small hidividual OjiOra- 
tions. Secondly, not less 8ur])rising are the gains of specula- 
tion when conducted by a real master. Every year an appre- 
ciable portion of the j)roduet of industry passK^s into the 
possession of the men of this class. In every highly commer- 
cial country, the largest fortunes are those made by s])(‘(*ula- 
tion. Tlie fortunes so made, however, are not nearly ^ 
numerous as those made by trade and industry. 

363. Speculatipn is not wholly without its nd vantages to 
the community. If corn is likely to be scarce and, by con- 
sequence^ months hence, the man who now begins 

to buy does, in so far, call attention to tjjat j)robability. 

raising the price he, so to s])ea?k, advertises for an 
incre*^4bd supply to be brought in from the outside, and for 
greater carefulness in husbanding the existing stock. If 
beef is likely to fall in price, sixty days hence, the man wild 
now sells docs what lies in him to give notice of an excess 
of supply, and thus affords duller- witted holders opjiortunity 
to get rid gradually of their stock, instead of encountering 
an utter breaking down of the market a little later. a 
word, speculation while confined within moderate limits is 
the agent for equalizing supply and demand and, rendering 
the fluctuations of price, hiss sudden and abrupt than they.j 
,Wj>i»ld otherwise J>e. ^ 

There are causes, how'ex er, which go to render speculation 
extravagant, carrying it beyond all reasonable boundsf multi- 
plying the numbers of the speculating class •and vastly 
increasing their gains, at the expense of the sober, productive 
industries of a country. Foremost among the^e is a vicious 
rndhey system. The extent to which this cause engenders 
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gpeculation may be seen in the history of the “ Continental ” 
money of the Amf rican revolution, of the “ Assignats ” of the 
French revolutionary periocl, and of the “ Greenbacks ” of 
the war of Secession. With prtces fl\ictuating violently and 
rapidly, the opportunities for acquiring large wealth by spec- 
ulation are increased tqn-fold, it may be a hundred-fold. 
This is too much for human nature: totf mucl^ for honesty, too 
much for prudence. A subtle poj’son runs through the veins 
of the community, turning the heart to crime and the brain to 
folly. The face of society changes, under such an evil pas- 
sion, as suddenly and as fearfully as does the face of a man 
stricken witil a deadly fever. On every hand breaches of 
<:rust testify to the weakness of the princuples of virtue under 
such a strain, while honest and discreet modes of obtaining a 
%i(velihood are disparaged and abandoned for those which 
promise quicker and larger, even if illicit, gains. 

364. Loaded Dice.— Of much speculation, it must be said 
that it is wholly beyond economic as well as moral sympathy. 
If all speculation is gambling, this is gambling with, the dice 
^ loaded. By m^ans of combinations and corners, the markets 
are often profoundly ihfluenced in order to produce the very 
j fluctuations on which the grain or petroleum or stocks gan\- 
blcrs have made their bets. The mischiefs siilTered by trade 
and industry, originating in this source, are monstrous, even 
incalculable. Whether th(*y can in any degree be repressed 
by law, is a grave political question, with which we are not 
called to deal. 


CHAPTER VIII. 

THE REACTION OE DISTRIBUTION „UPON f-RODUCTION. 

< 

36^/ Actual Production Compared with Productive 
Capability.— In a previous chapter (Chapter IV., Part 2), we 
considered the elements which enter into the productive capabil- 
ity of a community, and indicated, as the one most important 
question with which political economy has to deal, '"the 
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inquiry, wliy it is that the actual production of any 
community falls so far short of what its land power, its 
labor power, and its capital pow\jr are jointly competen}; to 
effect. , ^ * 

It was there stated that only when we sliould have passed 
through all the departments of political l*conomy should we be 
in a position fully to apswer this question. 

366. Even under the title. Production, however, we saw 
that grave liability to loss of force inheres in the industrial 
structure of society especially under the entrepreneur system, 
by which the labor power and the capital power of the com- 
munity become committed to numerous highly tM‘chnical em- 
ployments, from which they can not readily reh‘asc themselves^ 
and, within those employments, become subjected to the 
direction of a comj)aratively small number of individual^ 
whose peculiarities of character, of habit, of station, seriously 
modify the a])])lif;ation of capital and labor to : roduction ; 
whose mistaken aims, whose erroneous impulses, may divert 
these forces from that object ; whose ac^eidents of fortune 
may impair the energy of the industrial inov(upent or paralyze 
it altogether. 

Ag^jft, under the titl(‘, Exchange, we saw (Chapter VTL, 
f*art »!) that still further and even more grave liabilities to 
lossof industrial forc(‘ inhen in that commerc/ial systeni which,* 
by separating producer and consumer, often by wide inter- 
vals, sometimes by half the circumference of the globe, intro- 
duces the opportunity for serious misunderstandings between 
these two classes ; misunderstandings which, when intcTis’^'.ed 
by panic, may at times result in a wide and long-continued 
suspension of prdductive activity. 

367. We are now to inquire respeciing the reaction of Dis- 
tribution u])on Production. Is here a liability to a still fur- 
th?r loss of productive force? Discarding tbe terms and 
unjust^ Of equitable and ineqnitahle^ as applied to the dktribu- 
tion of wealth, let us ask whether there is found, ift a division 
of the product of industryaccordingtocertaii\ proportions, be- 
tween the several plirties who have united in production, a suf- 
fici«it cause for a smaller production of wealth in the future 
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than would result from a division of the same product between 
the same parties in different proportions ? 

I think we have at various j)oiiits, in our treatment of dis- 
tribution, caught vi(‘ws of the subject jvhieh must have satis- 
fied us that it is possible that the ])roduet of industry, in any 
given time and ])lace,*n^y be so divided among the persons 
and classes of persons who have contributed to its production, 
as to impair, in greater or less measure, the productive force 
up to that time existing ; })erhaps, even, to generate influences 
which shall thereafter act with increasing violence in reducing 
th(‘ productive capabilit}" of the community. It may be well, 
howcA’cr, to stop a moment at this ])oint and to tivat distinctly 
^nd Kej)arately the possible reaction of distribution upon 
production. 

368. The Landlord and the Capitalist have an Economic 
Advantage. — Tlie consideration nean^st at hand, in this con- 
nection, would seem to be this, mz. : tha\ among the four 
several main classes of jn’oducers, there are wide differences 
as to the liability, to which these are resjx'ctively subject, of 
being so cut down in their remumu-ation, in any giVcm time 
and place, as to suffc'r a loss of force thereby. Two of the 
four classes, vh.\ landlords and ca])italists, clearly 0(S;*pj)y a 
position of what may be called econoTuic advantage. They 
have at their command ciTtain material agenci(‘S of j)roduction 
by withholding the us(‘ of which they can inflict a relatively 
greater injury upon others than they would themselves suffer. 
In tfhe expressive phrase of children, they have their hands on 
“ the upper end of the stick.” They are in a ])osition to make 
bargains for themselves to tli3 best advantage. 

It is triie that, unless the landlord find A tenant, he can 
have no rent. Yet a landlord whp has five farms to let, may 
put a great pressure upon each and every one of six wouVl-be 
tenants. Moreover, theJandlprdJs/ in general, much more 
wealtlky than his tenant, and is thus able to stand longer out 
of hffe remuneration, in case there comes to be a contest 
between the tw4 as to the terms on which the land shall be 
rente^ * I might add that, if a given farm be not rented at 
all, for a season, it may not be altogether a loss to the o^er. 
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The orchard will bring forth its crop of fruit without the 
intervention of a tenant ; the grass muII grow as thick and 
high as usual, on the “mowing”*; the wood lots will alt the 
time he .acquiring value ; the arable lauds will have n rest 
which it might possibly have been good policy to give them, 
even at the sacrifice of rent. ^ 

Again it is trim that^ unless the capitalist lends his accu- 
mulations, he can not acquire interest ; yet his loss by standing 
out of his interest, for a given season, may be far less than 
that sustained by the entrepreneur through losing the use of 
the capital on which he had relied. The latter ])crs()n may 
have bee.omc' so engaged that the failure to effect a loan, 
while it cost the capitalist but one and a half p-.r cent, durv 
ing three months, might re<pure the entrej>reneur to sell goods 
at a great sacrifice, or to give up some contract which prorii* 
ised to be highly advantageous. 

Enough, ])erhaps, has been said to justify the as evtioii that 
the capitalist and landlord occupy positions of economic 
advantage, so far, at least, that they are not likely to suffer 
injury, except by violence or legal sj>oliation. > 

It is another question, whether ;thc* economic advantage 
enjoye<?by these two classes is so great as to place it in their 
power to do an injury to other classes, that is, to cut down 
the shares going to those other classes, out of the })roduct of 
industry, to such an extent ^as to im])air tluur productive 
force, and, by so doing, to diminish the producitive capability 
of the community.'^ - 

309. Shall the Capitalist be Hampered ? — In remarks^ vu 
Usury Laws, which will be found in Part VI., I shall expn'ss 
the opinion thaf, in c(*rtain states of industrial sG<uety, the 
lending class have so great itn advantage over the borrowing 
classy which, in sveh states of society, consists gimerally of 
distressed persons, as practically to ])lace an individual bor- 
rower c()]jipletely at the mercy of the usurer, who is at)le to 
exact a rate of interest which is not only irrespeclive of the 
economic service rendered through the loan, but soon 
becomes destructive of the borrower’s credit and ^nancial 
integrity, reducing him speedily and certainly to bankruptcy 
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and perhaps to prison. Under conditions like these, I shall 
suggest that laws limiting the rate of interc'st, in protection of 
the would-be borrower, may hot be as unwise and as unstates- 
inanlike as they have generaKy bee,n considered. ^ On the 
other hand, I shall undertake to show, that in advanced 
stages of industrial society, where commerce and manufac- 
tures are \vud(‘ly extended and are largely carried on by means 
of borrowed capital ; where, therefore, borrowers are no 
longer distressed persons ; but the most active and prosper- 
ous members of the community borrow largely, freely and of 
clioice, as a matter of business and. with a view to j)rolit — in 
such stag(\s of society laws limiting the rate of in^terest merely 
I'ly an extra burden u])on those who are at a })eculiar diffi- 
culty in bori'owing. In the absence of such laws, those j)er- 
fi^'us will beruffit by the greater plentifulness of capital, the 
greater ease of borrowing and the consequently lower rate of 
interest, which, in general, result from frec'dom regarding con- 
tracts for loan, in a commercial or manufacturing community. 
The business classes, active, alert, aggressive in competition, 
will make rates of interest by which the less fortunate mem- 
bers of society will pnffit. 

370. Shall the Landlord be Restrained ? — In the Chapter 
on rent, tlie opinion has been expressed tliat, in a community 
like the United States, or (\anada, or Australia, the landlord 
may make the utmost out of his economic ])osition without 
working industrial injury to the tenant, owing to the mobility 
of the population, their readiness and n‘sourcefulness, their 
► S(^lf-reliance and economic aggressiveness. In countries occu- 
pie(f by populations of a lower industrial character, w^e saw 
that, unless the constraints of law * or ])ubhc opinion inter- 


*** The land of a country presents conditions wliicl separate it econom- 
ically from the great ni«ass of the other objects of wealth — conditions 
which, if they do not aksolutely and under all circumstances impose 
upon tae state the obligation of controlling private enterprise in dealing 
with land, at least explain why this control is, in certain stages of social 
progress, indispensable ; and why, in fa(!t, it has been constantly put in 
force whenever public opinion or custom has not been strong enough to 
do without it.’* . . . . “ And not merely does economic science, 
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vene, the vast economic advantage possessed by the landlord 
class, as against a peasantry ignorant, inert and perhaps numer- 
ically in excess, is likely to operate with increasing severity,’ 
to impoverish the tqnant class, and to ultilnately reduce their 
industrial efficiency, through deprivation of necessary clothing, 
food and shelter, as well as through t^e loss of hopefulness 
and self-respect. We, saw that this might go on until almost 
the last stage of ' human misery should be reached, as in Ire- 
land, during the period before the great famine. 

371. Invidious Treatment of the Landlord and Capital- 
ist. — What might be true in a contrary case : how far laws 
prohibiting 0 / limiting the payment of rent or int*<rest framed) 
not wi(h a view to offset certain weaknesses or unfortunate^ 
liabilities on the part of the tenant or bori’owing class, ])ut 
drawn in a spirit hostile to the owners of land or of ca})itch^ 
and designed to eoTifiscate, for the ben(‘fit of other classes, or 
of the community as a whole, some part or all of vhat would 
otherwise be paid on these accounts : how far siuii laws might 
impair the productive capability of the community, we shall 
have occasion to discuss in Part VL, under the titles, The 
Unearned Increment of Land, ami irsury Laws. I will so far 
aiiticiprlethat discussion as to say, that, while in commercial or 
manufacturing communities, the nonnal effect of severe restric- 
tions u})on tln^ payment of interest is at once to diminish the' 
accumulation of capital for productive uses, and to prevent 
the existing body of caj)ital from being applied where it will 
do the most good, jsiich laws are, in such communities, so easily 
evaded that their ])ractical influem^c is not very great. 

Secondly, the effects u]>on tie* cultivation of the soil df a 
reduction or confiscation of rent, hy legal means, {^re not so 
clear as to be beyond dispipe. Tlie theory which underlies 
tlie land laws of nearlv all states that can he called civilized, 
IS, "that the private ownership of land, with the incident of the 

ac(piisiti()n by the owner of" an “umiarned increment ” due to 

! 1 > 

as expounded hy its alilest teachers, dispose of d priori objections 
to a policy of intervention with regard to land, ^ it even furnishes 
principles fitted to inform and guide such a policy, in a positive sense/' 

— Prof. John E. Catknios. 
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the exertions and sacrifices of the community as a whole, is 
essential to industrial progress ; and that not only those who 
are po fortunate as to he among the owners of land, hut even 
those «vho have been bom into 4he WQrld without a title to a 
foot of soil, are benefited, and largely benefited, by the fact of 
private ownership. At the same time, it probably would not 
be claimed by any one that the care and pains of the individ- 
ual owner, to secure the proper cultivation and preservation 
of his land, are proportional to his share of the product. I see 
no reason to believe that a reduction of rent in the case of a 
given tract of land, through, say, some new economic force, 
would diminish the care and pains taken by the owner in 
-respect to his property, so long as his interest remained still 
considerable. 

There have of late years appeared certain writers who 
claim that private ownership is not necessary to the fullest 
use of the soil which forms the natural endowment of any 
community. At least, they claim, the incident of an unearned 
increment ” is not necessary. They assert that all of rent 
pro})er (exclusive, that is, of the returns to actual investments 
of capital, in improve/nents) can be cut away without impair- 
ing the productive uses of the soil, though they admit" that so 
much of the former rent might advantageously be left to tho 
so-called owner as would constitute a reasonable commission 
to him, as the agent of societ}', for taking all needed care and 
pains with respect to the land. I believe this view to be alto- 
gether erroneous ; but it must be confessed that the error can 
not be shown as clearly and strongly as in the case of the 
argument for prohibiting interest. I shall defer to Part VI. 
whatever T may have to say further on this subject. 

372. Distribution as between Employer and Laborer.— 
So much for the possible action of distribution upon pr(;>duc- 
tion, through causes operating to affect the shares of the 
product of industry going, as rent or as interest, to the owner 
of lahd or to the owner of capital. 

Of much more practical importance, in these modern times, 
is the influence exerted hpon future production by the division 
of the remaining product between the employing' and the 
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laboring class. I shall undertake to show that greatly to 
change the proportions existing between these two shares, at 
any time, may be to set in operation causes which will affect 
the futurd productive caj>ability of the community, it may be 
to a wide extent, it may be through long periods of time. 

373. Beating Down Wages.— The T^conornists of ten or fif- 
teen years ago, 4irged*vcry strongly that a reduction of 
wages could not prove of •ultimate injury to the laboring 
class. Thus Prof. Cairnes says : 

^‘Supposing a group of employers to have succeeded, as no 
doubt would be perfectly ]>ossible for them, in temporarily 
forcing down* wages, by cornbinati(»n in a particular trade, a 
portion of their wealth previously invested would now become 
free. IIow would it be employed V Unless we are to suppose 
the character of a large si‘ction of the community to be sud- 
denly changed in a heading attribute, the weabh so with- 
drawn from wages* would, in the end, and before long, be 
restored to wages. The same motives which led to its invest- 
ment won VI lead to its re-investment, and, once re-invested, 
the i7iter(‘sts of those (joncerned v\oi.ld eaust‘ i^to be distribu- 
ted amor^gst the several elements of capital in the same pro- 
portion as before. In this way covetousness is held in check 
by covetousness, and the desire for aggrandizement sets limits 
to its own gratification.” And in a similar vein, Prof. Perry, 
of our own country, wrote : » “ If in the division oetween 
profits and wages, at the end of any industrial cycle, profits 
get more than their due share, these very profits will wish to 
become capital, and will thus become a larger demand ior 
labor, and the nj^jxt wages fund will be larger than the 
last.” 

• 374. Had we already discussed the principles which govern 
the 4 i(?hsumption of wealth, it would be easy to show that 
Professors Cairnes and Perry ‘are mistaken in their view the 
necessary \iffects of an enlargement of profits at tlys expumse 
of wages, inasmuch as a portion of such enhanced profits, 
instead of becoming capital (that is, wyalth devoted toTcpro- 
drtcti^), might become fine horses and houses, fine clothe® 
ai^d opera boxes ; while another portion might take the form 
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of coming to the office one hour later in the morning and 
going home one hour earlier in the afternoon. 

But, passing by this point, the entire argument by which 
the English and American economists generally have sought 
to establish what we jnay call “ the economic indifference of 
the rate of profits,” is still further defective, in that it neglects 
./those very important considerations which relate to tlm_pos- 
j sible degradation of labor : that is, the reduction of the 
I laborer from a higher to a lower industrial grade. 

876. TheDegradationof Labor.—Tlie constant imminence 
of this change, the smallness of the causes — often accidental 
in origin and temporary in duration — which may produce it, 
" and the almost irreparable consequences of such a catastrophe, 
can hardly be set fortli too strongly. 

' 'The assumption which underlies the statements I have 
quoted is that the laboring classes, while suffering economic 
injury from any source, will themselves remain firm in their 
industrial quality, and await the operation of the restorative 
and reparative forces which shall, in time, set them right. 

The human fact, so often to be distinguished from the 
economic assumption, unmistakably is that there is, o,n the part 
of the working classes, unless protected in an unusual degree 
. by political franchises, by the influence of public education, 
and by self-respect and social ambition, a fatal facility in sub- 
mitting to industrial injuries, v/hicli too often does not allow 
time for the operation of the beneficent princi})les of relief and 
restoration. The industrial opportunity comes around again, 
it may be, but it does not find the same man it left : he is no 
longer capable of rendering the same service ; perhaps the 
wages he now receives are quite as much as he earns. 

376. Let us consider the possfole effects of a considerable 
^ reduction of wages. If the amount previously received Jiad 
allowed comforts and luxuries, and left a margin for saving, 
the ,, reduction would probably be resented, in the sense that 
population would, be reduced by migration or by abstinence 
from propagation, until the former wages should be, if pos- 
2, sible, restored. But if the previous wages had* been b^arely 
sufficient to furnish the necessaries of life, and especially if the 
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body of laborers were ignorant and unambitious, the falling 
off in the quantity and quality of food and clothing and in 
the convenience and liealthfulness of the* shelter enjoyed 
would at pnce alfect the^cfficicMcy of the iifdividual labo^-er. 

With less food, which is the fuel of the human machine, 
less force would be generated ; with Jesfi clothing, more force 
would be wasted by co^d ; with scantier and meaner quarters, 
fouler air and diminished access to the light would prevent the 
food from being fully digested in the stomach and the blood 
from being duly oxydized in the lungs, would lower 1;he 
general tone of the system and exj)osc the subject increasingly 
to the ravagejr' of disease. In all these ways tlie hd)orer would 
become less efficient, simply tlirougli the rede.ctioii of hi-i 
wages. 

X 377. The economists assert that whatever is taken fre,';^ 
wages will increase •capital, and hence quicken em})loymcnt, 
and that this, in tqrn, will heighten wages. Bu we see that 
it is possible tliat what is taken from wages no man shall gain : 
it may be lost to the laborer and to tlie world. Now, so far 
as strictly economic forces are concerned, wjiere enters the 
restorative principle ? The emjdoyer is mot getting excessive 
profits, Jb be expended subsequently in wages ; the laborer is 
not under-paid ; he earns now what he gets no better than he 
formerly did his higher wages. 

This image of the degraded laborer is not a fanciful one. 
There are in Europe great bodies of ])Opulation which have 
come in just this way to be pauperized and brutalized, 
weakened and diseased by under-feeding and foul air, hopdess 
and lost to all self-respect, so tha> they can scarcely be saief to 
desire any better* condition, and stdl bringing chi^ren into 
^ the world to fill their miser:|blc places in garrets and cellars, 
and yi time in the wards of the workhouse. 

ft such an injury as 1ms been indicated may be suffered in 
respect tp the physical powers of the laborer through the 
reduction of wages, quite as speedily may his usefulness be 
impaired through the moral effects of such a calamity. Just 
as the greatest possibilities of industVial efficiency lie* in the 
crea'jroft of hopefulness, self-respect and social ambition, so 
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the greatest possibilities of loss lie in the discouragement or 
destruction of these qualities. We have seen through what 
a, scale the laborer may rise in his progress to productive power. 
By locking back, \ie see through what spaces he ^ may fall 
under tlie force of purely industrial disasters. 

378. The Argum^tp*om Self-Interest. — But we may at 
this point be called upon to meet an oji)jection, founded upon 
the assumed sufficiency of tlie principle of self-interest. How, 
it may 1)0 asked, is it possible that employers shall fail to ])ay 
, wages which will allow tlieir laborers a liberal sustenance, if, 
s indeed, it be for their own advantage to do so ; if, by that 
means, the economic efficiency of the lal)orers will be tln^reby 
^increased ? 

I answer, first, that the assumption of the sufficiency of self- 
^ ipter(‘st to secure wise action is grotesquely wide of the mis- 
erable truth regarding human nature, to whatever department 
of activity we have reference. Mankind,^ always less than 
wise and too often foolish to the point of stupidity, on the one 
hand, or of fanaticism on the other, whether in politics or in 
domestic life, in liygiene or in religion, do not afl at once 
become wise when industrial concerns ar(‘ in question. 

The argument for feeding a hired laborer liberally, Xhat he 
may work efficiently, apjdies with equal f orce to the main ttmance 
of a slave ; yet we know too well that everywhere the lust of 
immediate gain has always despoiled the slave of a part, often 
a large part, of the food and clo'thing necessary to his highest ; 
efficiency. The same argument would a])ply to the case of 
live-stock. Yet it is almost impossible, by any amount of 
preKching and teaching, by any number of fairs and premiums, 
to keep a^ body of farmers up to tlie point *of feeding cattle 
well and treating them w^ell. world over, the rule 

regarding the care of live-stock is niggardUness of expendi- 
ture, working deep and lasting prejudice to production. ^ 

Th» foregoing would be a sufficient answer to the pbjection 
I havt? anticipated. On every hand we see true self-interest 
sacrificed to grepd : why should it not be so in the case of the 
wages of hirevi labor ? ^ 

But another and additional reason ap))ears. It is thsEl the 
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employer has none of that security which the owner of stock 
or the master of a slave possesses, that what goes in food shall 
come back in work. A man buying an underfed slave <^r ox 
knows that when he shall have brought his property int^ good 
condition the advantage will all be his ; but the free laborer ' 
may at any time carry to another employ (ff whatever of bone an d 
sinew and nervous energy he may have gained through liberal 
subsistence. There is, as yet, no law which gives the 
employer compensation for “ unexhausted improvements ’’ in 
the person of his hired man. 

370. Beating Down Profits. — The foregoing comprises all 
I should thsee or four 3'ears ago hav(‘ deemed iUnecessary to 
say, regarding the division of the product of industry betweei)^ 
employers and employed, as aff(H*ting the future }>roduetive 
capability of a eommunit}^ Tlie normal position of the 
ployer is so clearly ^)iie of advantage, in com}>etition with tiie 
employed, that it^would have seemed scar(‘ely ^ u-lh while to 
inquire into the industrial effects of a pn'ssiire put upon the 
employing class so severe as to reduce the profits of business 
below the jioint required to secure tin* full(\s^ em])loymeiit of 
the land jiower, labor power ainl capital jiower of the commu- 

nitv.* TEven the introduction of Trade Unions into the field 

• * 

of industry can scarcely be said to have done more tlian offset 


* Oddly enough, many economists wlio have Ixien serenely contidcut 
tlut any possible reduction of wages, under pressure from the (‘mp^ojung 
class, would not injuni the body of laborers, liolding that W'liatever .Jglit 
thus for the time be taken from wage§ must infallibly, and before long, 
be restored to wug^s, [st;e remarks of Profs Cairn(‘s and Pevry above], 
have manifested the greatest anxiety h ^t profits should* be unduly 
reduced through the encroachm^ntM of wages. Not a few of these wrihTS 
havc» formally warped th(^ laboring class against demanding liiglier 
wiges, lest they should so r»*duce the profits of business as to impair or 
destroy the employer’s interest *in production. It is difilcult tevseetho 
consistency of these two opinions. If wliat is unduly takcji frorwwages, 
by pressure from the employing class, is certain to lx» restored to wages, 
why may it not be that wiiatever is undulv taken fit)m profits^ by pres- 
sure from the laboring class, shall, in the eij^i, be restonVl to profits ? If 
the ?(iohomic harmonies exist, they surely must “ work both ways.” 
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the naturally great advantage enjoyed by the employing class, 
in competition for^the product of industry. 

'VVithin the last few yea'rs, however, attempts have been 
made,^among us in Ihe United ^States^to establish confedera- 
tions of labor, more far-reaching, more thoroughly organized, 
more authoritatively Son^.rolled, than the now familiar Trade 
Unions. Should the avowed purposes <?f /hose most conspicu- 
ously engaged in these efforts be accomplished, in whole or in 
any considerable degree, it would appear that the economic 
advantage might not only be shifted from the employing to 
the laboring class, but might there be so mucdi enhanced as to 
require us tc^ contemplate an extensive reduction^of profits as 
•a possible cause of impairment to the productive capability of 
the community. The further consideration of this topic will 
^b<f postponed to Part VI., where we shall speak of the Knights 
of Labor. 

380. The Doctrine of LaissezPaire.— If , such liabilities to 
an impairment of the productive capability of the community 
lie in the distribution of wealth, what becomes of the char- 
acteristic doctri^ie of the so-called Manchester School, laissez 
faire : hands off : l<5ave economic forces to work, alike ' 
unaided and unhindered, in the assurance that tlffe inter- 
ests of individuals will be found to harmonize so far with the 
« 

interests of the community as to secure the highest welfare of 
each and of all ? ^ 

On this point my views can not be expressed so well by 
phfases of my own devising, as in the language of an eminent 
English economist. 

“ There is no evidence,” sajys Prof. Cairnes, “ either in what 
we know of the conduct of men, in the present stage of their 
development, or yet in the large experience we have had of 
the working of laissez faire, to warrant the; assumption rthat 
lies at the root of this doctrine. ^ * 

“ Human beings know and follow their interests according 
to their lights and dispositions ; but not necessarily, nor in 
practice alwaysj in that Sense in which the interest of the 
individual is co-incident with that of others and of the whole. 
It follows that there is no security that the economic phenom- 
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ena of ^ociety, as at present constituted, will arrange them- 
selves spontaneously in the way which is most for the com- 
mon good. • ^ 

“ In otlier words, lais§ez faive falls to the ground as a sci- 
entific doctrine. I say as a scientific doctrine ; for let us he 
careful not to overstep the limits of jui^ argument. It is one 
thing to repudiate Jhy scientific authority of laissez faire^ 

' freedom of contract, and so forth ; it is a totally different 
thing to set up the opposite principle of state control, the doc- 
trine of paternal government. " For my part, I accept neither 
one doctrine nor the other ; and, as a practical rule, I hold 
laissez fairs ^jO be incomj)arabIy the safer guide. ^Only let us 
remember that it is a practical rule, and not a doctrine of, 
science ; a rule in the main sound, but, like most other sound 
practical rules, liable to numerous exceptions ; above all,^ • 
rule which must newr, for a moment, be allowed to stand in 
the way of the cajidid consideration of any promising pro- 
posal of social or industrial reform.” 
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CHAPTER I. 

SUBSISTENCE : J'OPULATION. 

381. What is Consumption By tlic term consumption, 
in economics, we express the use made of wealth. This does 
iTul necessarily imply the destruction of the form or material 
of the commodities so used, or even tile exhaustion of the 
value which had at some time Ix^en impaVted to them. In 
general, however, the use of wealth involves, in a greater or 
less degree, loss of suhstancx* and change of forvi, with a 
decline, rapid w slow, in that power in exchange which we 
call value. 

“ 'Iliat almost all that is produced is destroyed, is true ; hvt 
*we can not admit that it is ])roduced for the purpose of being 
destroycxl. It is produced for the purpose of being made use 
of. Its destruction is an incident to its us(* ; not only not 
intended, but, as far as possible, avoided.”* That destruction 
may, in exce])tional cases, be ]>ractieally avoided altogether. 
An» intaglio is consumed, in the economic sense, when it hnds 
its place in the British Museum, where it n^ay remain unim- 
paired thtough uncounted centuries. (V^rtain hewn stones 
were consumed, in the economic* sense, twenty-live hundred • 
years ago, \^hen they were lifted into their cplace in a Rbq^an 
aqueduct. As hewn stones, sim])ly, they had been commodi- 
ties, having a variety of possible uses. They might Rave been 
wrought into the fortifications of the city, or used in building 


^Jrof. N. W. Senior. 
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a tem^e, or an amphitheater, or a j)rivate palace. But when 
once tney were applied to a definite use, they were, in the 
economic sense, consumed. They ceased to be merely hewn 
stones, tp be sold by tl;^mselwes, and subject indiiferently to 
many uses ; they became inseparable parts of something else. 

Iron ore is consumed, 1. e., appliecj t(f the end in view in its 
production, when thrpwn into the furnace, and here takes 
place almost inslantaneously not only a great chemical change, 
but a complete loss of fonm The iron bar or plate is in turn 
consumed, w'hen it is fitted into a bridge, witlK)ut undergoing 
any chemical or moidianic^al change at tlie time, to be thereaf- 
ter subje(!t pnly to slow agencies of decay in tln^ atmosphere, 
or to ellects of attrition which, from one yeai to anothei.^ 
would be irajuu'ceptible. 

332. Consumption as a Department of Political 
omy. — Why should^ the economist interest himself, at all, in 
qu(‘stions relating to consumption? Why, h ving traced 
wealth through its production, distribution and exchange, 
•should he not leave it in the hands of the consunuT without 
further ihquiry, satisfied with its having reaxdied the end for 
which it was created? So ha^e many*, imh'cd most, econo- 
mists (^*alt with the uses of wu*altli, deeliniiig to recognize 
Consumption as a de})artment of political (‘cononiy. 

It is, of course, compeUmt to any writer on economics thu^ 
to limit the sco])e of his inquiry ; but I can not but deem it a 
subject of much regret that the fas(*inations of tlie mathernal- 
ieal treatment of economic questions, and the aml)ition to uwike 
political economy an exact science, should have led the 
practical excision of the wdioh‘* department of consumihion 
from so many recent works. For, a^‘tor all, the chief interest 
of political economy, to the^ordinary reader, its cliief value to 
the student of history, must be in tlie explanation it affords of 

J th% advance or tSe decliue in the productive pow er of nations 
, and communities ; and it is only in the consum})tion of wealth 
that we find the reasons for the rise of some and- the fall of 
others, from age to age.* It is in the use made of the exist- 

* The late Prof, Jevons, in the introdueticii to liis “ Tfieory of Political 
Ecotfbifiyd' after noting the close analogy to the science of Statical 
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ing body of wealth that* the wealth of the n^t gcnerj'.lion is 
: determined. It matters far less for the future greatness of a 
’ nation what is the' sum of its wealth to-day, than what are the 
. habits of its people 'In the daily, consumption of that wealth ; 
5 to what uses those means arc devoted. That wealth may be 
applied to ends which c inspire social ambition, which restrict 
population within limits consistent with a high per capita pro- 
duction, which increase the efficiency of the laborer and sup- 
ply instrumentalities for rendering his labor still more produc- 
tive, or it may be applied to ends which allow the increase of 
population in the degree that involves poverty, squalor and 
disease ; to^ ends which debauch the laborer morally and 
physically, striking at both his power and his disposition to 
work hard and continuously. AVhen it is remembered that 
statisticians estimate the wealth of England at only five or six 
times the amount of its annual production, it will appear of 
how much more importance, in the large view of a nation’s 
future, is the direction of its expenditures than the absolute 
amount of its accumulations, at any given time. The com- 
pleteness with which the French i)e()f)le, through their tem- 
perance, frugality and industry, com])inod with the strict 
[Repression of po])ulation, made up in a few years th^ terrific 
losses and fines of the German war, affords a very striking 
‘illustration of the virtue tluwe is in the labor power of a 
country to replace its capital, if only a right consumption of 
the annual product be assured. ** 

^383. Subsistence.— The primary use of wealth is for sub- 
sistence. In the earliest stages of human society, man, like 
thedower animals, had onlyione want, Like the lower ani- 
mals, he gathered his food, whether fish flesh or nuts or 
berries, wliere he chanced to find it, and ate it without prep- 
aration. Long, however, before he began to cultivate food, 
even in the simplest way, he began to cook *it. The disco vCry 

r 

— 

Mechanics pijesented by the Theory of Economy proposed by him, sig- 
nificantly says : “ But I believe that Dynamical branches of the science 
of Ecoppmy may remain to be developed, on the consideration of which 
I have not at all' entered.” elsewhere Prof. Jevons says ; *•* We, first of 
all, need a theory of the Coi^ sumption of Wealth.” 
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of fire |nd its apf)lication to tlie preparation of food, is made 
by some writers upon primitive society to n^ark the boundary 
between the purely savage and thh barbarous condition. , 

Man is*the only aninAl that has attained the ca])ability of 
preparing food for consumption. All other species are con- 
tent with the animal or vegetable miitenal. Man, even in the 
lowest of existent coiomuiiities, demands for his subsistence 
something more than the ra^w material. It must be prej)ared 
or manufactured for Ids uses, though this may be by very rude 
and simple processes. 

384. Clothing and Shelter. — At what stage in the evolu- 
tion of the Ifuman kind, (Nothing an<l shelter, oth^r than tliat 
furnished by the casual cave or by tlie foliage of tiie forest, . 
became a requirement of the theretofore naked man, expe .H‘d 
unsheltered to the storm, we need not inquire. At moderyK. * 
elevations througholit the zone in which tlie human race orig- 
inated, that requirement has never bi‘en onerous. The 
amount of effort there involved in pi'ovlding the bamboo hut, 
the wigwam of poles and boughs, or the tent of skins, for 
protection against the rainy season, and preparing the 
scanty garmtmt of jielts or of cloth, deilianded by comfort or 
by the awakened sense of decency, has never been great. 
Food still remains, in those regions, the one great requirement 
of human existence. 

When, however, mankind ,§pread over higher alt'tudes or 
zones further removed from the equator, as tribes were driven 
up the mountain sides by victorious enemies, or were crov^^ded 
toward the arctic or antarctic circles by the increasing scarcity 
of the casual food of the chase, 8f the fishery, or of the natural 
forest, the requirement of clothing, of shelter, andjast of all, 
of fuel, came to be of increasing urgency and severity, 
"^ifhin certain li^nits, however, clothing, shelter and fuel are, 
in the higher latitudes* with food, in the 

human Economy. One of the prime purposes of food’ being 
there the maintenance of tlie warmth of the body, that occa- 
sion may, in part, be served indifferently by « certain amount 
of ^cmI, or by clothing of a certain /Jthickness lapplied to the 
JPrame, or by the combustion of a/ certain amount of fuel 
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■within an inclosurc, or of a larger amount of fuel in t(ie open 
air. , 

And here, as on the ten thousand occasions of a higher 
\civilization, it is found that ^thh greatest economy resides in 
(the largest capitalization of labor.) A dress of skins, which 
may have cost the erfori of a week, will, during the time it 
lasts, more than replace, for purposes ‘jf wa|*mth, food which 
would have rcH|uired th(' efforts of jiiany months. A hut which 
may have been a season in building, may save more in the 
food required for health and comfort, during the lifetime of 
the builder, than (;ould have been obtained by the hunting or 
the fishing di years. ^ 

385. Now let us suppose that, within some geographical 
division, the conditions of production are«uch that each adult 
n».tle is able by steady labor to secure for himself consider- 
ably more, in the way of food, clothing, sliclter and fuel, than 
is required for his own subsistence in health and strength to 
labor and in physical comfort, m(‘aning, by this last, not 
much, only a freedom from pain and discomfort. does not 
matter, whether/he laboring ])opulation under consideration ob- 
tain the means of subsistence, as hunters, as fishermen, as heads- 
men, or as agriculturists. The question we have to ask is^ 
'^what will those laborers do with the wealth they produce, 

; after the strict needs of subsistence are met ; how will they 
1 consume it ? 

380. The Wife.— In the first instance, it may be assumed 
th^t each laborer will undertake the support of one adult 
female, and this, not out of charity, or compassion, not by the 
force of any legal arrangenmnt, not with any reference to the 
continuance of the tribe, but in obedience to a natural 
instinct second only, in the demund it makes upon men, to 
the craving for food. The latter satisfied, t/ie former asfeqrts 
itself, irrepressibly, among all claj^ses and conditions of men, 
in all states of human society. ‘ 

(The woman with whose subsistence the laborer’s income or ! 
annual jiroductifeii of wealth thus becomes charged, will, in . 
greater or less degree, awd to the means of the family ^thus- ,! 
formed.) She will spinVand weave, fashioning the fibrous 
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materials which the man has gathered, into garments, 
blankets, and nets. She will, in various ^ays, prepare the 
flesh, the fish, or the vegetable fobd, which the head of,, the 
family supplies, rendering it nfore palatable, more nutritions, 
more wholesome, or less perishable, according to the nature 
of the subject matter. She will bring Avater from the spring 
or brook. She yill kfep the hut or tent in a certain order 
and decency. 

While, thus, the female, in an early stage of industrial 
society, adds fiometliing to the family means, both by what 
she makes and by what she saves from waste, we may assume 
that, speaking broadly, she does not j^roduce as fliucli as she 
consumes. The margin of subsistence which the hunter, the 
fisherman, the herdsman, the tiller of the soil enjoys, is smaller 
after he has taken a wife than before. Nor is the contiTM.^ 
tion made by the Avrfc to the joint revenue of the family in 
any degree a debcrrairiing cause of the formation of the 
family. 

We haye, thus, the two earliest forms of the consumjition 
of wealth, first, in the sustentation of iha individual laborer, 
and secondly, in the maintenance of the wife. J^et us sup- 
ppse, for the further purposes of this discussion, that the pro- 
fluctioii by the head of the family, im reused by tl)e w^ife’s^ 
contribution, amounts to three and a half times what is neces- 
sary to su})port one adult ])erson in health and str ngth to 
labor, and in physical comfort, according to the definition of 
that term already given. We have, then, to be deducted irdm 
this amount the subsistence of both husband and wife. 

387. The Child.-! S^ow, we have to note the third great 
form of consumption, in the order of nature. The association 
of husband and wife is folh^nved, in the vast majority of cases, 
by ^offspring. Ri^ces that are comparatively infertile, for what 
reason physiology can not s^y wdth confidence, are known to 
history, and some such are to-day in occupation of portions of 
the earth’s surface ; while, among prolific races, a/e here and 
there found individuals who are sterile, fro^n causes jAdiich 
physjplogy is equally unprepared to cttplain. l^ie proportion 
of these exceptional cases among laboifing populations is very 
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small. We may, therefore, disregard them in ou^* argu- 
ment. 

T]ie appearance of the child, makes a new and imperative 
demand upon the revenue of the fan’,ily. In the i^nmediate 
instance, it diminishes the ability of the mother to render her 
accustomed services in th;e household and reduces her contri- 
bution to the joint income. Then an^ afterwards, for a long 
time, it causes a steady draft upon the resources of the father 
in the way of food and clothing. 

The demand thus made upon the family income is, within the 
limits of the father’s ability, met, in general, fully and even 
cheerfully. It is not in obedience to the requirements of law, 
or because of any patriotic desire to make good the numbers 
of the community, or contribute to the stfength of the state, 
oi:^ on the other hand, from the consideration that these babes 
may, after the laj)se of years, themselvet become producers, 
and possibly, in time, become his support in his old age, that 
the father unquestioningly gives* up to his children that mar- 
gin of subsistence, which, as a married man without children, 
he might have ^jiijoyed. It is in obedience to a ])urely indi- 
vidual feeling, of an instinctive (diaractei*, so generally planted* 
in the human mind that, in spite of instances of parental neg- 
^lect or cruelty, we may speak of it as universal. 

Here we have t)ie third form in which wealth is consumed. 
It will be remembered that, thus far, we have sup}) 08 ed noth- 
ing to be done with the wealth j)roduccd in the primitive com- 
munity which has for its object display, luxury, or even the 
gratification of appetite beyond the actual requirements of 
subsistence. That wealth is apf)lied to the support, first of the 
' productive laborer, secondly, of the wife, taken in obedience 
'tp a natural craving which may b^. termed a universal instinct 
'^6f mankind, and, thirdly, of the children springing from^ that 
union. 

9 

388. Children in Excess.— Let us suppose that, with three 
children, of various ages, the subsistence which can be provided 
by th^ h^ad of the family is fully taken up. These five persons, 
male and female, old aijd young, consume all that can be pro- 
duced, which we have at^sumed to be equal to the sustenlation 
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of thr^ and a half adults. If, now, other children are to 
appear to claim a support at the hands (^f the husband and 
father, what will be the result? *Clearly.^ a reduction im the 
standard -of living. Ti<ere will no. longer be food, clothing, 
shelter and fuel adequate to maintain each and every member 
in health and strength, and without |^a^n or discomfort result- 
ing from deprixation** of things needful. The new-comers 
will, indeed, under the impulse of the parental instinct, be 
admitted to an equal participation in the family income ; Init 
the share of each member of the family will be dirniiiished. The 
pinch may come earliest and most severely at one point rather 
than anothe? ; food may be denied, or find, or Vlothing, or 
shelter, according to circumstances; but, In one way or another, 
something less tha# what is necessary to maintain the mem- 
bers of the family in health and strength and (‘(unfort, is s'up- 
plied. Of tliis the effects may be grouped in three forms : first, 
the reductipu cf '^ital force and labor power ; secondly, the 
diminution, perhaps tlie disaj)pearanct‘, of the subsistence 
fund heretofore laid u}) against the occurrence of bad S(‘asons 
or the disability of .the head of tlv^ '‘amily thr.^ngh accident or 
sickness, tliirdly^^the generation of infirmities and diseases of 
a,transmissible character. 

389. The Effort of Nature to Eestore ilquilibrium.— N owj 
let us, further, 8Ui)pose this Increase in the immber of cliildren 
beyond the limits of sub.sistence to have taken j)lace luiiformly 
throughout the tribe, but to have taken ])lacc once for all, 
not from a persistent but from a purely transient cause: will 
there be any effort of nature to restore the condition of gen- 
eral health, strength and comfort,** which has been for the time 
lost ? 

It is, indeed, true that n'ature will make an effort, first, 
through diaease,_’«\^hich will have a greater destructive power 
upmi an ill-sustained thali upon a well -sustained community, 
especialljii in the case of children and of the aged ; sec(;^dly, 
through an impairment of the reproductive power of the adult; 
and, thirdly, througli f amine J>reaking upon a pDpulationjslnise 
store laid up against drought or flood or fire or the ravages of 
insects, has been, once for all, eatei/up. (But this effort of 
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nature will be unequal to the work to be done,) Thepistoiy 
of a thousand tribes shows that there is not sufficient loree in 
fanvne or disease to prevefut the permanent reduction of a 
community, through excess of’ numbi3rs, from a condition of 
physical well-being to one of inadequate subsistence with 
consequent impairment «*)f vital force and labor power. 

390. Solidarity of the Family.— Qf late years, with the 
growing interest in biological investigation, tlierc has been, 
manifested a dis])osition, in certain quarters, to glorify priva- 
tion and famine, as agents in the uplifting of the human con- 
dition, the doctrine of the “ survival of the fittest ” being 
^plied to societies of men without due consideration of a most 
important diffei'cnce existing between men and other species 
of animals. 

iZt is the solidarity of the family which prevents the law of 
the survival of the fittest from exerting Jiat power in raising 
the standard of size and strength and functional vigor among 
men, which it extorts throughout the vegetable and the animal 
kingdoms, generally. In the vegetable kingdom I suppose 
there are no traces of this solidarity of parent and offspring, 
although not being a* botanist I can not speak with assurance. 
In the animal kingdom, exclusive of man, the solidarity of the 
, family (‘xists, indeed, but to a limited extent only, and for a 
brief period. The mother protects and nourishes her offspring 
most sedulously and devotedly ; drains .her life-blood for its 
support, and will die in its defense ; but, in general, when the 
offspring is weaned the connection is broken. The lives 
become separated. The young must thereafter be their own 
providers and protectors. "Mother and child become com- 
petitors for food in the same field or forest ; may even tear 
and kill one another in the struggle for existence. Thus the 
principle of survival obtains leave to opj^u-ate. If the con- 
ditions of existence become hard^ if subsistence is inadequate, 
the weak, the deformed, the sick, ai*e run over, traiUipled on, 
killed out,' while the fittest survive, acquire all the nourishment 
whic^ k to bo- had, grow continually larger and stronger, 
breed only among themselves, and thus the standard of size 
and strength rises from generation to generation. 
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With man, however, the conditions of the struggle for exis- 
tence afe greatly clianged. Generally speaking, tliat struggle 
is between families as units, not betwecui individuals. Within 
the family, the young a?id old* the weak and the strong, n\alo 
and female, are bound together by natural instincts, which are 
too strong for pain, for luinger, fortde!ith itself. If want or 
famine pinch, all suffer, together. So far as any preference is 
given, it is to the younger and the weaker. 'J"he j)arent denies 
himself that the cries of tile child may be hushed. If one 
member of the family fall sick, instead of being neglected, or 
even trampled on, as among tlie lower orders of animals, he 
commands k^^e tenderest care of all. This, clea%-ly, is not a 
condition under which llu‘ principle of “the survival of the 
litlest,” however fierce may be ‘‘ the struggle for existence,’^ 
can operate among lyeii, to raise the standard of size ^ 
strength and functional vigor. Instead of the natural elimina-i 
tion of the weake,st and the worst, it is here the best who, 
from sexual or parental love, bare their breasts to re(*eive the 
blow^s of fortune. 

391. Tiie Capabilities of the Vrocreative Force. — We 
have thus far inquired res})ecting the eift'Cts of an increase of 
the mim’der ofTTTddren in any community beyond the limits 
of subsistence, assuming for the moment the increase to be, 
due to purely transient and adventitious caiises. How is it as 
to the degree of actjvity and persistence in the pr creative 
force, in the j>resenci* of a threatened reduction in the stand- 
.ud of living below the point of health, stnmgth and freeddm 
from discomfort ? 

But, first, of the reproductive Capability of mankind, ft is 
evident that the mere fact of childnMi being born to parents 
does not, of itself, insure or threaten any increase of numbers 
from^eneration to generation. ^Vith the limits s(‘t to human 
life? reproduction in a ceitain degree may be only sufiieientto 
make go<:\#l the loss by death. It may be even less than is 
necessary to this end. Hence W'e must iiicpiiro ’vChat is the 
normal relation between births and de^iths. 

In his celebrated treatise on “Population,”* Mr, Mai thus 
assumeS a birth rate sufficient to yield, in spite of occa»ional 
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celibacy and exception^ sterility, in excess of four ch^dren to 
a family. There is reason to believe tliat in any colony of 
European blood, planted oi>new land, of reasonably salubrious 
qujility, within the 'temperate zone, tllis rate of increase'would 
be reached, and, in the majority of cases, exceeded. That 
rate of reproduction ’alQue, however, would be sufficient to 
secure an appreciable increase of each generation over the one 
preceding, were the facts of infant and of adult mortality but 
moderately favorable to the groWth of population. 

392, Geometrical Progression.— Now, if we may assume 
for the members of successive generations an undiminished 
degree of fiijcundity, we have here all the coivditions of a 
geometrical progression. And the possibilities of geometrical 
progression, when persisted in for a long time, become simply 
tremendous, whether in population, in wealth, or in any other 
direction. < 

What is the characteristic of geometrjcal, as contrasted 
with arithmetical, increase ? It is that, in the fornuT case, 
the increase itself increases: the fecundity of the original 
stock is ’transny^tted through all that is successively derived 
from it. Thus, to t;vke a series of ten terms, we miglit have 
Arithmetical : 2, 4, G, 8, 10, 12, 14, 16, i8, 20.' 
Geometrical : 2, 4, 8, IG, 32, G4, 128, 256, 512, 1024. ' 
Here, in the ar^hmetical series, the difference between the 
ninth and tenth terms is the same as that between the first 
and second’, viz.^ 2. In the geometrical series, the difference 
between the first and second terms is, also, 2 ; wliile, between 
the ninth and the tenth, it is 512. It would require more than 
five hundred terms to carry the arithmetical series to the 
point whiph, in the geometrical series, is rcaMied in ten terms. 
It would require more than a ^million terms to carry the 
former series to the point reached by the latter in twenty-one 
terms ; a thousand million terms to carry tAe former serid* to 
the point reached by the latter in thirty-one terms. , 

These tremendous leaps in the geometrical series, are due to 
the fact fhat the increase between the first and second terms 
becomes itself the cause of a proportional increase between the 
second and third terms*; whicli increase, in turn, becoihfes the 
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cause 0^' corresponding increase between the third and fourth, 
and so on to the end. Whefeas, of the aritihmetical series we 
may say that the entire increase comes put of the original 
stock, which continues to propagate at a constant rate, while 
all the successive increments so produced remain barren. 

393. Population Increases by Geometrical Progression.? 
— Now it Is according tb the former and not the latter law, that 
population increases ; and we said, the conseg[uences of a 
persistence in a geometrical ratio, through a considerable 
period of time, are simply tremendous. “ "idie elephant,” says- 
Mr. Darwin, is reckoned the slowest breeder of all knowm 
animals, and I have taken some pains to estimate ^ts probable 
ainimura rate of natural increase. It will be safest to assume 
that it begins breeding when thirty years old, and goes on 
breeding till ninety years, bringing forth six young in cue 
interval, and surviving till one hundred years old ; if this be 
so, after a period bf from seven hundred and forty to seven 
hundred and fifty years, there would be alive nearly nineteen 
million el^hants descended from the first pair 

Man, though a slow breeder, as compared w*ith many of the 
lower anipials, a rate of reproduction far exceeding that of 
the elephant. Population has shown the capability, over a 
vast extent of territory, on more than one continent and* 
through considerable periods of time, of floubling once in 
twenty-:pve years. With this capability we may sa}/ that, if 
“neither evil, nor the fear of evil ” checked the population of 
the United States, it would, in a century and adialf, amount, to 
three thousand two hundred millions. Of course this consiim- 
mation could never be reached. Such a population would be 
impossible under the conditions of human existence.* 

394. The Persistence oi the Procreative Force.— Such 
beir^Hhe capabilities of the procreative force, when operating 
unrestrained, let us inquire 'Wihat virtue there is in the feaj of a 
reduction bf the standard of living below the point of health 
and physical comfort, to check population at that line. 

It is commonly assumed, in discussions relating it 
that tljg^ laboring class will more and more withhold their in- 
crease as the conditions of life become harder and harder ; and 
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I that any economic injuries which they may suffer, froi| what- 
?€ver cause, will, ii^tlie order of nature, be in this way repaired. 
Instead of it being ^rue, however, that the laboring class tend 
thus to resist and resent any lowering'^ of the standard of sub- 
sistence, the fact is that never is the procreative force more 
active than when the cdliditions of life become meager and 
squalid ; when the reserve of the summer agiiinst the winter, 
of the good year against the bad, is swe})t away by the clamor- 
ous necessities of to-day ; v'hcii alike enjoyment of the present 
and hoj)e for the future arc at their lowest j)oint. Never had the 
marrying age b(‘en earlier, or christenings more frequent in 
Ireland tharf wheii, just upon the verge of the gi’eat famine, 
Earl Devon’s Commission, in 1844, thus described the condi- 
tion of the peasantry : “In many districts, their daily food is 
tht; 'potato ; their only beverage, water ; 'their cabins are seldom 
a protection against the weather ; a bed oV a blanket is a rare 
luxury ; and, in nearly all, ’their ))ig and manure heap constitute 
their only pro])erty.” 

The state of the ])opulation of India and China ^ affords a 
conclusive proof* that there is not sufficient virtue in economic 
forces to keep population above the plane of extreme misery, 
if once it falls below the plane of comfort and decency. Qn 
the contrary, a moral weakness or recklessness is induced 
which tends strongly and swiftly to carry jK)pulation to the 
point of industrial distress. TJien, iiidecid, famine makes its 
appearance, as periodically in India, to set bounds to increase 
of numbers ; but, for the reasons that have been stated, this 
force does not operate, as in tlie animal kingdom exclusive of 
man, to cut off only the least active, aggressive, intelligent, or 
self-reliant. The effect of famine, and of the diseases gener- 
ated by famine, operating upon population across the barrier 
imposed by the solidarity of the family, is tq lower the physical 
tone, to taint the blood, and wQak&n the will-power of the 
entire body, making it increasingly difficult, from generation 
to generation, to restore the lost conditions of economic well- 
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CHAPTER 11. 

THE APPEABANCE OF JTEW ECONOMIC WANTS. 

395. An Ascending Scale of Personal Consumption.— We 

have thus far dwelt on the effects of an increase of numbers 
beyond the limits* of subsistence, as the latter are determined 
by the law of diminishing returns in ag]*i(*ulture. We iiave 
seen, that since the procreative force increases ratlier than dimin- 
inislies in the face of jfoverty and s<pia]<)r, there is no nat- 
ural resting-j)lace for population, if once it i)ass^s below the 
})lane of ample subsistence, until it reaches tlie point where it 
meets tlie ‘‘positive checks” of famine and disease and, it may 
be added, of war.* This })rinciple of pojiulation, to which v 
give the name, Maltlpisianism, was first clearly enunciated and 
fully illustrated by Mr. Malthus, in the last yetn of the last 
century, although intimated in the writings of earlier econo- 
mists, csj)ecially of the Italian Ortes. 

Let us now consider the relations of subsistence and popula- 
tion, on an ascending scale of personal consumption. We have 
seen that‘»popuijAtk)n will go on increasing as fast and as far as 
fdod is ])rovided to supj)ort it, all increase of wealth surely 
taking the form of an increase of numbers, unless other and* 
more imperative demands aie made ujK)n the income of the 
family. But let us suppose that, at the point where a compe- 
tent subsistence is provided to maintain the whole population 
in health and strength to labor, and in fn^cdorn from all dis- 
comfort resulting from privation .tof tilings absolutely neces- 
sary, the want of something beyond ^his comes to be strongly 
felt by the individual members of the community. f 
_ 

It is impossible,^’ says Senior, “ that a positive check so goading 
and remorseless as famine, should prevail without bringing in hei^ train 
all the others. Pestilence is her uniform companion, and ^murdi r and 
war are her followers.” 

f The much greater number and the longer continuance of his wnnt 
«ays P^. Roscher, are amongst the most striking diff fences between 
man and the brute. While the lower animals have no wants but necei? 
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300, Diversity of illarly Economic Desires.— What that 
want may be does not matter for the purposes of the {)re8ent 
discussion ; and, indeed, it would not be likely to be the same in 
the^case of all communities. In one, ihe first want (elt, after 
the absolute requirements for the support of life and laboring 
power are satisfied, is of omament and decoration. Even when 
men are hardly covered from the cold gnd scantily nourished, ' 
the passion for display makes its appearance in forms that are 
ludicrous enough to the eye of the civilized man, but which 
have a most serious meaning to the barbarian and engross his 
faculties as completely as widely different objects do the fac- 
ulties of the ♦Parisian. In another community, the first want 
felt after the claims of immediate bare subsistence are met, is 
of a store for the future and a provision against the caprices 
of J^he seasons and the casualties of life. , Just as the ant — the 
ant of fable, at least, if not of the naturalist—differs from the 
butterfly, so have certain tribes of men, in /.he earliest condi- * 
tioii to which we can trace them, differed from others in this 
respect of care for the coming time. The first want emerging 
ill the life of jyiother community may bo of wealth to be 
expended in worshi}) atid in honor of the njitional or local deity. 
Millions of men may consent to live squahclly that a few 
temples may shine like the sun, their altars smoke with unend- 
ing sacrifices, theij jiriests walk resplendent with embroidered 
and jeweled vestments. In still other communities, the new 
want may take the form of a love, no longer of ornament, 
but of comely dress, or of desire for a diversified diet, or of a 
taste for leisure, op of a craving for some costly drug or drink, 
like* the opium of the East Itidian and the Chinaman or the 
fire-water ^f the North American Indian. 

Writers on economics have, ind^ped, endeavored to establish 
something like an order of natural succession for the various 
wants emerging in human experience : thus Prof. Senior sSys 

sities, aad whUe their aggregate wants, even in the longest series of gen- 
erations, admit of no qualitative increase, the circle of man's wants is sus- 
^/mti][)le of indefinite extension. And, indeed, every advance in culture 
made by man finds expression in an increase in the number and^ in the 
keenness of his rational wants.” ' * 
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that man’s “ first object is to vary his food ; ” the next desire 
is variety of dress ; ” “ last comes the desire to build, to orna- 
ment and to furnish ; ” I deem it,*however, more consonant 
with what, is known of cAmmunities havin^^ only a small mar- 
gin of living, to hold that the appearance of economic desires, 
beyond the need of bare subsistence, is governed by the moral 
And social characteristic^ of each race or tribe of men. 

397 . Economic* Wants Antagonize the Procreative Force. 
— Whatever be the passion or desire which is first developed 
in the mind of any community, it makes a demand upon the 
existing body of goods, or upon the current production of 
wealth, which at once antagonizes the strong and ^urgent dis- 
position, which has been indic^ated, to the consiiinption of 
wealth in the support of an increasing population, ^he newly 
awakened passion or desire can not be gratified out of the 
existing fund of wea\th, unless tln^ procreative force receive a 
check. ) Whether this shall be done or not, is a qut 4ion upon 
the answer to which depends the whole economic future^o^ 
the community. 

Any economic want may act in restraint of population in 
one or more of three ways : first, by diminishing the numbers 
of the maf-ryin^ class, inducing celibacy among those who do 
not find the way to obtain an incon|e. adequate to the support 
of a family ; secondly, by procrasfiimting marriage ; and 
thirdly, by diminishing the birth-rate within the married state. 
The forces which operate in restraint of po]:)ulation may take 
any one of these three ways, or take them all, in which latter 
case the reduction of the ratio of increase will be very markcjd. 
If for example, the number of married pairs in a given com- 
munity were brought down from 100 to 80, by the spread of 
celibacy ; if, through later nparriages, the child-bearing period 
for e^ch married pair were reduced from twenty years to fif- 
teeif, and if^he inlerval between births were extended from' 
two years^to three,) the number of children born under th6 lat- 
ter state of things would be, to the number born •unde^ the 
former state, as 40 to 100. . 

898. A Biversifiled Diet. — Whatever be tht? want most 
comm<(iily felt, after the requirements of mere subsistence are 
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met, there can, I think, *be no question that the want which 
has been efficient on the largest scale, at once in protnoting 
labor for its gratiiication, and in restricting the increase of 
population, is the crhviiig for a<liverslfied diet. Once let the 
traditional sole diet of the barbarian, be it fish, or flesh, or 
grain, be crossed with* sQjne other species of food, exciting 
thus the pleasure which resides in variety, and an economic 
force has bei'ii introduced into the life of the community which 
is ca])able of producing mighty rc*Bults. 

Without claiming to speak with authority as a student of 
sociology, I should say that this has been the lever by which 
more tribes i>:nd races of men have been raised an^l kept, one 
degree, at least, above the condition of a population pressing 
all the time, at all points, upon the limits of subsistence, than 
byj>ny other. 

A diversified diet, although doubtless .it contributes, in a 
degree, to health and vigor, is yet a pure Iqxury in the sense 
that it is never sought on the former account, but wholly 
because of the gratification of appetite thereby secured. It 
will seem strange to those who have not studied the* question 
j of population, that am appetite for objects of luxury should 
I be spoken of as having greater power to oveiTbine tfle di«pb- 
! sition to indolence and the disposition to excessive procre*- 
’ ation, than the fear of privation and actual misery. Yet so it 
is ; and as w^e go up the scale of human wants and desires, as 
viewed by the moralist, we sh&ll find that, in general, the 
higher the want or desire, ethically considered, the stronger 
it proves to be. Mere sentiments, involving no gratification 
to ally bodily sense, impel m€n to exertions the most painful 
and protracted, and hold in check the most Masterful passion 
of the human kind, that passion w^iich defies abject physical 
want and laughs in the face of famine and pestilence. 

399. Decencies.— Of narrower rauge in Its application* to 
tribes and races of men than the desire of a diversi^ed diet, 
but of'greater intensity and persistency within that range, is 
the desire of what we n^y call decencies, meaning thereby 
IhbSd khings which are prescribed or required by public opin- 
ion. It is evident that the term decencies, in economics,*bust 
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have a very various application to different communities and 
to diffei*ent classes within the same community. 

“The question whether a given commodity is to he con- 
sidered as.a decency or ^ luxui% is obviously one to which po 
answer can be given, unless the place, the time and the rank 
of the individual using it be specified.'* The dr(‘ss which in 
England was only^deceiU; a hundred years ago, would be almost 
extravagant now ; while the house and furniture wdiic.h now 
would afford merely decent ^iccommodat ions to a gentleman, 
would then have been luxurious for a peer. 

“ The causes which entitle a commodity to be called a neces- 
sary, are rapre permanent and more g(meral. They depend 
partly upon the habits in which the individual in question has 
been brought up, ])artly on the nature of his ociuipation, on 
the lightness or severity of the labors and hardships tliat^^^ e 
has to undergo, and partly on the climate in which ho lives. 

“Shoes are nec^vssaries to all the inhabitants of England. 
Our habits arc such that there is not an individual 
health would not suffer fi'om the want of them. To tluilowest 
class of the inhabitants of Scotland they are liy^uries. Custom 
enables them to go barefoot without in(K)nvenience and with- 
out degradation. ^ When a Scotchman rises from the lowest to 
the middling classes of society, they become to him di'cencies. ^ 
He wx^ars them to preserve, not his feet, buj^ his station in life. 
To the highest class, yvlio have been accustomed to th< in from 
infancy, they are as much necessaries as they are to all classes 
in England. * 

“To the highest classes in Turkey, wine is a luxury, and 
tobacco a decency. In Europe, ft is the reverse. The Tlirk 
drinks and the European smokes, not in obedience but in 
opposition both to tlie rul(^ of health and to the forms of 
society But wine in Europe and the pipe in Turkey are 
amftng the refreslimentsi to which a guest is entitled, and 
which it would be as indecent to refuse in the one countty as 
to offer ii^ the other. 

“ A carriage is a decency to a woman of fashion, a pecessary 
to a physician, and a luxury to a tradesman.” * ** 


* N. W. Senior. 
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400. The Desire of Decencies the Great Preventive Check 
to Population. — Whatever dignity the moralist ma/ assign 
to the disposition to conform to the prevailing sentiments of 
the community, the ‘economist must recognize this as the most ' 
effective motive which operates either to urge men to labor ‘ 
for the production of health, or to check the increase of pop-, 
ulation after the condition of “ diminiejiing returns ” has been j 
reached. It is in the latter respect that we have here espe-j 
cially to do with it. “The great** preventive check,” says the 
wise economist so oft quoted in this chapter, “is the fear of 
losing decencies.” If by this is to be understood the check 
which is offigreatcst potency where it operate^ at all, the 
remark is perfectly just. But, in fact, it is only in few com- 
munities that this cause operates with sufficient force to 
reslnct population within the limits of the highest per capita 
production. In England, among the working classes repro- 
duction has gone on with the least possible regard to its effect 
upo*: the standard of living. In France, on the other hand, 
even the peasantry arc so fully alive to the inexpediency of 
a rapid multiplicyition, and are so temperate and prudent, that 
the excess of births over deaths has been reduced to a mini- 
mum. In the States of the American UnionTt^he increase of 

’ » 

population was, until recently, everywhere encouraged by the 
fact that the country had not reached the condition of dimin- 
ishing returns, but, on the contrary, as, is alw\‘5ys the case 
before that condition is reached, foreign immigration and 
native growth in numbers alike added to the power and wealth 
of the several communities. Within the past twenty-five 
years, the rate of natural inclease in the Northeastern States 
has encountered a decided check, due to the rising standard 
of living in communities whose productive capabilities are 
already fully developed. t 

401. Influence of a Popular yenure ol^ the Soil Up*6n 
PopuCLation,— There can be no question that the influence 
exertecl upon population by a popular tenure of the soil is 
very con^ervatiye. The reasons therefor are thus stated 
by M. Sismontli : 

“In the countries in which cultivation by small propn^t^^rs 
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still contbucs, ^oj^lation increases* regularly and rapidly, 
until itdias attained its natural limits : that is to say, inherit- 
ances continue to be divided and subdivided among several 
sons as long as, by ail^ increase of laboV, each family can 
extract an equal income from a smaller portion of land. A 
father who possessed a vast extent of mtiii'a! pasture, divides 
it among his sons, and they turn it into fields and meadows ; 
his sons divide it among their sons, who abolish fallows ; each 
improvement in agricultunii knowledge admits of another 
step in the subdivision of property. 

“ But there is no danger that the ]>roprietor will bring up 
children to make beggars of them. 

“He knows exactly what inheritance he has to IcaAc them ; 
he knows that the law* will di^ ide it equally among them ; 
he sees the limits beyond which partition would make % 
descend from the rank which he himself has filled ; and a just 
family pride, comipon to the peasant and the pi mce, makeF 
him abstain from summoning into life children for whoin^dTc, 
can not properly provide. If more are born, at least t5fey do 
not marry, or they agree among themselves which of the sev- 
eral brothers shall perpetuate the family;” 

The pc^v^er'df population strictly to limit itself, under the 
impulse to preserve family estates from undue subdivision, by 
the means adverted to in the closing sentence of the jiaragraph 
quoted, is strikingly illustrat(‘d by Prof. Cliffe Leslif in the 
facts which he adduces regarding the population of Auvergne, 
in France. In the mountains, it appears, the j>cople cling 
with remarkable tenacity to the conservation of the inherit- 
ance unbroken. The daughters* willingly consent to ftike 
vows and renounce all part in the common estate ; or, if they 
contract marriage, agree to leave to the head of the family 
their bdividual shares of the inheritance. It is tlie same witli 
th€0 sons, of whoin some become priests ; others emigrate, 
consenting never to claim any part of the property. One of 
the sons remains at home, working with the fathel^ and 

♦The law of so-called partible succession, prevailing Widely over the 
western* part of Continental Europe. 
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mother, and becomes iA time the proprietor of the ancestral 
estate. Thus the prin(*.i})le of equal partition, establirhed by 
law, is eluded by the connivance of the family, it seldom 
occurring that the otlier children assert their claims, so fully 
accepted is this usage in the manners of the mountains. 

Prof. Leslie, after ^avjng the foregoing as the substance of 
an official re})ort, adds : “ The renunciation by the emigrants 
of their share in the family ])ro])erty certainly shows, if not an 
extraordinary im])erviousness to >iew ideas, an extraordinary 
tenacity of old ones ; and, in particular, of two ideas which 
are among the oldest in human society— subordination to the 
male head o^ the family, and conservation of the family prop- 
erty unbroken.” 

From the London Times* I take the following testimony 
to the influence of an extensive ownership of land in antagon- 
izing the procH'ative force, and in winning for improved 
living, comfort, luxury, and security of condition, what would 
•fMherwisc^ be usurped and wasted upon increase of population, 
with K'sulting squalor and poverty : 

“ Ov(*r the greater })art of France the standard of comfort 
and Avell-being hasbcH.‘n increasing (‘ver since the termination 
of the great war, in 1H15. The country liad been so drained 
and im])Overished by the wars of Napoleon and by a century 
' and a half of bad government, that the general miser^^ of the 
j)Oi)ulation was indescribable, and the poverty even of the 

landed proprietors and middle classes was very great 

F^jr many years comfort and well-being, and even luxury, 
have made their way into the households of all classes in 
France*. The standard of living has risen enormously. The 
habits of saving and thrift have not been ijcglccted. In the 
art of managing and regularizing.their lives, the French peo- 
ple are unrivaled and the object of every family is to live Widl 
and to save, at the same time*, so as V> be aole to leave their 
sonsmnd daughters in as good a }>osition as themselves, at all 

events, and in a better, if possible Among people with 

Buch habits and such views of life, the risk and expenditure 


^January 25, 1883. 
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attendant upon a large family are ^turally regarded with 
horror. % ‘ Since two or three children give us sufficient enjoy- 
sneiit of the pleasures of paternity, why,’ th*e greater number 
of Frenchmen argue, ‘ siiould we have mdre ? With two or 
three children we can live comfortably, and save sufficient to 
leave our children as well off as ourselvts ; a greater number 
would involve curtailment of enjoyments both for ourselves 
and our children.* 

402. Attacks Upon the Doctrine of Malthns.— The views 
respecting the relations of population and subsistence con- 
tained in the foregoing paragraphs are essentially those which 
are known as Malthusian. Mr. Malthus unques^onably com- 
mitted some errors of statement and faults of reasoning in 
his original enunciation of the primuples of population, as is 
likely to be the case on the first proinulgation of great ee^ - 
omic or social laws ;^and during his whole lift* he was closely 
followed by criticism and abuse. Since I^lr. Muithus’ death 
has taken all personal interest out of the controversy 
the principles of population, and Malthusianism hascon^(?to be 
merely a name for a body of doctrine, the views here })re- 
sented have been a butt for the headless arrows of begin- 
ners in economics’ and of sundry sentimental sociologists. 

'Meanwhile'the doctrine (1) that there resides in nearly all 
races and tribes of men a strong, urgent, persistent disposition 
to carry the increase of population beyond the limits of ade- 
quate subsistence ; (2) that very few, even among the noblest 
of modern communities, have shown the capability to chi'fik 
rejiroduction at the line of the highest per va}.itu production 
of food, clothing, shelter and fiwl ; (•^) that, if this line' be 
once over-passed, ^*the procreative fonte proceeds tliereafter 
with augmented force ; (4) that, if the desire of luxuries and' 
decencies does not prevail to stop the increase of population, 
theifear of losing tiecessayies, and even the actual experience 
of privation and suffering albiost certainly will fail to do* so ; 
(5) that, through the dominion of this imperious instinct, 
nearly all the communities of men arq under the constant im- 
minence of being swept away into misery, squaloi* and disease,^ 
this dtjetrine which we term Malthusianism has stood unshat- 
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^’’^tered, impregnable, amM all the controversy that has raged 
around it. 

403. Prof. Senior’s Statement.— I can not forbear again to 
quote this eminently wise econ/^mist, -to whose criticisms, in- 
deed, Mr. Malthus owed the correction of some of the faults 
of his original statemeoit pf the principles of population. Prof. 
Senior says : 

“ Although we believe that, as civilization advances, the 
pressure of population upon subsistence is a decreasing evil, 
we are far from denying the prevalence of this pressure in all 
long settled countries ; indeed, in all countries except those 
which arc th'^ seats of colonies applying the knowledge of an 
old country to an unoccupied territory. 

“ We believe tliat there are few portions of Europe the 
inhabitants of which would not be richer if their numbers 
were fewer, and would not be richer hereafter if they were 
now to retard the rate at which their population iu increasing.” 


CHAPTER HI. 

CONSUMPTION : THE DYNAMICS OF WEALTH. 

404. The Potato Philosophy of Wages.— We have, thus far, 
spoken of economic wants, mainly in thefr effects as retarding 
the increase of numbers. Until an adequate check, of a suffi- 
ciently persistent character, has been secured here, the econo- 
mitfu who fully appreciates the consequences of over-popula- 
tion can hardly fail to recognize almost evevy economic want, 
whatever its origin or its object, and however little either may 
be approved by the moralist or physiologist, as being better 
than none. . i/ 

It«has been from this point of view, that the English writ- 
ers h^lve insisted so strongly that cheap food is a thing to be 
deprecated. 

Thus Mr. J. R. McCulloch says : — \When the standard of 
natural or necessary wages is high — when wheat and btef, for 
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example, form the pHncipal part of tfle food of the laborer, ^ 
and porjer and beer the principal part of his drink, he can 
beai; to retrench in a season of scarcity. Su(ih a man has room 
to fall ; he can resort to liheaper* sorts of fo6d— -to barley, oats, 
rice and potatoes. But he who is habitually fed on the cheap- 
est food has nothing to resorj to, wlien deprived of it. Labor- 
ers placed in this situation are absolutely cut off from every 
resource. You can take from an Englishman ; but you can 
not take from an Irishman. iThe latter is already so low, he 
ean fall no lower ; he is placed on the ver}^ verge of existence ; 
his wages, being regulated by the price of potatoes,* will not 
buy wheat, or barley, or oats ; and whenever, therefore, the 
supply of potatoes fails, :it is next to impossible that he should 
escape falling a sacrifice to famine.” 

And Prof. Thorold Rogers says : A community whi 
subsists habitually on dear food is in a position of peculiar 
advantage, when comi)ared with another which li\es on cheap 
food, one for instance, which lives on wheat, as contrasts '.i'* 
with another which lives on rice or jjotatoes ; and thitf quite 
apart from the prudence or incautiousness of tjie peo})le.” 

406, Better Things Than Dear Food. — Clearly, the basis 
of this reasoning is the Malthusian doctrine. These econo- 
mists recognize the strong probability, the almost certainty, 

[ that a people will carry tlieir increase closely up to the limits 
^ of subsistence according to the kind of food they us< , what- 
i ever that may be. If it be the lowest and cheapest, like rice 
in India and potatoes in Ireland, the failure of the (;rop means 
starvation, no adequate reserve being expected to be provided, 
on a sufficient scale, by the populaPtion of any country. If the 
kind of food be higher and dearer, the masses may, in the event 
of a failure of the crop or cfops concerned, fall back for the 
time upon the lower and the cheaper. 


* Dr. Trtfrers Twiss states tliat it was calculated prior to the f^inine, 
that two-thirds of the population of Ireland lived wholly on potatoes. 
Sir Arch. Alison says : “ Three times the number of persons can be fed 
on an aeje of potatoes who can be maintained on an aefe of wheat in 
nrdlnarf* seasons.” 
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But suppose this darker of an increase* of numbers, fast fol- 
lowing up subsistence, crowding all 'the time upon tl?e limits 
of food, to be onefe for all passed. ^Suppose we have a coi^mu- 
ni^ which will ac(?ept the of)portun\ty of living upon cheap 
food and apply the saving to the permanent enlargement of 
their capital, or to ether forms of enjoyment, to dress, to 
better lodgings, to luxuries, perhaps to expenditures upon 
education and culture. What harm, then, TV^ould Mr. McCul- 
loch or Prof. Rogers find in cheap food, be it potatoes, or 
rice, or the Indian com of America ? Surely none. The more 
‘ is saved from the cost of food, the more can be spent upon 
making hordes ample and comfortable, healthful and decent, 
the more can be spent upon school-houses and churches, upon 
books and periodicals, upon literature and music and art. The 
wife may be let to stay at home and keep the house ; the 
children be given their time, to acquire, an education and to 
secure for themselves a thorough preparation for their work 
^k^life.} 

Le'^^me not be understood as quarreling with this potato 
philosophy of wages so far as the assumption which underlies 
it, vis., that population will inevitably keep close up to the 
limits of subsistence on the kind of food, whateve'i that may 
be, which forms the popular diet, is justified by the facts of 
society, as it very widely is. I only claim that, in any country 
whose people had shown the capability of setting bounds to 
the increase of population by the exercise of their own judg- 
ment and will, cheap food would become a means of increas- 
ing the comforts and luxuries enjoyed by that people in other 
directions of expenditure, er of enlarging the capital and im- 
proving the productive agencies at their c<?mmand. 

. 406. Dynamics of Wealth.— As a means of checking 

the increase of numbers, which otherwise would surely carry 
population to the point of misery, famitie and pestihnee, 
the^appearance of almost any economic want must be greeted 
as a^good,. without much respect to the origin or object of that 
want. But the moment the capability of the self-limitation 
of population is assured, the economist discovers wide differ- 
ences between the various demands for the consumj^ion of 
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the existing body of* wealth, made by* the differing appetites 
and desires of different communities, or of different classes in 
the ^ame community, as regards the influence of those various 
forms of consuming wealth upan the poweV and the disposition 
to create values in the future.* 

It is here we find the body of eco^iomic literature most 
deficient. We need a ijew Adam Smith, or another Hume, to 
write the economics of consumption in which would be found 
the real Dynamics of Wealth ; to trace to their effects upon 
production the forces which are set in motion by the uses made 
of wealth ; to show how certain forms of consumption clear 
the mind, strengthen the hand and elevate the ^ims of the 
individual economic agent, while ju’omoting that social onfer 
and mutual confidence which are favorable conditions for the 
complete development^and harmonious acition of the indus^ . '1 
system ; how other fprrns of consumption debase and debauch 
man as an economm agent, and introduce disoruer and 'waste 
into the complicated mc'chanism of the productive ag(‘ncies. 
Here is the opportunity for some great moral phi k gopher, 
strictly confining himself to tin- study of the^economic effects, 
of these causes, denying himself all regard to purely ethical^ 
political dr theological considerations, to write what shall be the 
most important chapter of political economy, now, alas,^ 
almost a blank. 

407. Two Popular Fallacies Concerning Consumption*— 

In a preceding chapter, we discussed the question, how it is 
that there can be, at any time, with abounding natural resonrec^, 
unemployed labor power, unemployed capital power, no lack of 
disposition on the part of the owners of capital to secur* a 
return from the productive use of their property, no lack of dia- 

• — 

* y^en we rememhor that the expenditure of the people of Great 
Briliin, annually, foi^alcoholic beverages, reaches the enormous sum of 
£180,000,000, or $900,000,00*0, four-fifths, at least, of which is S|'ent in 
a way thdt is not only without any beneficial effect, but is positively 
injurious, a large part of it going to the destruction of moral, intellectual 
and physical power, we get a rude mcasuftj of the ^orce which a wiser 
consumption of wealth might introduce into the econoTnic life of that 
country. 
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position on the part oJ laborers to earn wages by work, and 
yet an enforced idleness, with resulfiiig poverty and^ squalor. 
Twp popular explanations of this conc^ition of things are always 
BU^e to be offered (turing the cbntinuance of “ hard /iimes,” one 
of which finds its expression in the sounding phrase, “ over- 
production,” while tilt other emphasizes its sujiposed antag- 
onism to the theory of the over-productionists, by the use of 
the term “ under-consumption.” 

A brief reference to the conditions under which wealth is 
produced, will suffice to show that, like all condensed phrases, 
each of these large words signifies more than one thing ; that, 
in certain scf^ises, each phrase embodies a great d/^al of arrant 
nonsense ; that, taken otherwise, each embodies a vital truth ; 
and, finally, that, so far as either means any thing at all, that 
meaning is exactly identical w'ith wh^t is expressed by the 
other. * 

408. Over-production, — All producers {‘re also consumers. 

' Men^ produce only because they desire to consume. They pro- 
duce ^iily so much as they desire to consume. Any given 
producer may, however, desire to realize his enjoyment either 
now, or at a future time ; either in satisfying his own personal 
wants and appetites, or in satisfying those of fri(*nds, children 
^or beneficiaries. 

.The idea of ove\’-production, therefore, involves the absurd- 
ity of supposing that men will labor to, produce that which 
they have not the desire to consume.) 

* But passing over this initial absurdity, we observe in the 
use of this phrase, a vague notion that the amount of necessaries, 
coAforts, and luxuries, wHich a community, at any given 
stage of , its progress, is prepared to consume is a definite 
amount ; and that, if the amount produced is somewhat rapidly 
increased, the capacity for consumption will be outrun, and men 
will stand, without appetite, before a mass {)f good things', for 
whi^ they know no uses and with which they are, foi” the time, 
utterly at a loss to deal. 

The fallacy pf this will sufficiently appear if we ask, not 
who are the fflenable and willing to make away with .a vastly 
greater body of wealth than they find themselves in possession 
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of, but who are the men who would n(?t be found willing and 
able to dp this ? Is there* any mechanic or laborer, receiving 
wages to the amount of ^300 or ^500 a year, who could not, 
and would.iiot gladly, spend $(id0 or $1,000**? Is there any mer- 
chant or professional man or man of leisure, with an income 
of $3,000 or $5,000, or $10,000, who t^nild not easily give 
account of an income of $6,000, or $10,000, or $20,000 ? It is 
absurd to suppose that the limit of consumption can be reached, 
AVhat with houses and horses, clothes, ccpiipagc, and travel, 
costly viands and drinks, any civilized community could 
instantly double, quadruple, or de(Miple its consumption of 
wealth were^the wealth provided. 

409 . Under-consumption — In like manner, me phrase, 
under-consumption, involves an initial absurdity, when applied 
in explanation of so-cg-lled ^Miard times.'” Thus, during 
period of 1876-9, it was said that the j)ecple of the United 
States were suffering from under-consumption ; yet, not for 
a long period, if ever, had consumption followed so quickly 
upon production ; had the food earned been so <juickly eaten ; 
had the m*argin of saving been small, as d^iring the years 
referred to. A strange term, truly, to apply to such a condi- 
tion : this under-consumption ! 

But passing by this initial absurdity, we find that beneath^ 
the phrase, under-consumption, lurks the notion that, some- 
how or other, wealth when once produced is in dang' r of get- 
ting in the way, so that other wealth can not be produced 
until this be first eaten or drunk or burned up, or by some 
means gotten rid of.) As a matter of fact, there has never 
been any accumulation of w^ealth ch\ the earth’s surface so gfeat 
as to impede the fifrther production of wealth, and there is not 
likely to be. Were men willing to produce wealth without 
consigning it, they could go on forever. Of course, men will 
not,® in general, pr6ducc njore than they desire, sooner or later, 
to consun^. 

410 . Over-production and under-consumption mean thS same 
ajid that is under-production, ^his is, 9 f course, a mere 

jangle of words, until the phrases are qualified, as they should 
be. I Over-productign, as alleged by those who would c-xplain 
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hard times, is partial over-production, production, that is, 
which has gone oi) in certain lines, generally under sp(fculative 
imp^ilses, until it has exceeded the nc^final, or even, possibly, a 
highly stimulated demand. 'Vhis excess of supply‘^in certain 
lines leads to the accumulation of vast stocks of unsalable 
goods,* which involves under-consumption, these stocks 
melting slowly away through a period «exten^ling over months, 
it may be, years. Meanwhile, general under-production is the 
result. The bodies of labor and capital which have been called 
into the over-done branches of industry, can not readily, if at 
all, be transferred to other branches ; they remain where they 
are, half employed, waiting for the renewal of demniid. In the 
dVeary interval, producing little, they have little with which to 
])urchase the products of others, who are consequently com- 
pelj^‘d to restrict their production proj^Oiitionally, as was shown 
in pars. 287-40. • 

In this way it is we vindicate our ])aradax that over-produc- 
tion means nothing more or less than under-production, or, 
for tluit matter, than under-consumption. There is^ no over- 
production possible, exc-ept a partial over-])roduction,'an over- 
production in c(‘rtain lines, which inevitably iii,vplj;es a low- 
ering of the scale of production as a whole : that is, partial 
.over-production involves general und(‘r-produ(*tion. 

It is under-prod,nctioii which makes hard times. Over-pro- 
-duction, general over-production, is impossible, and, were it 
to occur, were the cr(*ation of wealth to outrun men’s capacity 
to consume, no one would be injured thereby. Ibit under-pro- 
duction is an unmistakable evil. It means less wealth pro- 
duced, and consequently fewer of the comftu’ts and necessaries 
of life, on tlie average, to each member of the community. 
To large classes it means hunger, tjold and squalor ; debility, 
sickness and premature death. • 

411. The Destruction of li^eallth — We have already 
adve*rted to the fact of the extensive destruction of health, by 

* The result is the same ,if the distorted production of the past has 
taken the 'form* of an excess of machinery and plant in some lines or 
in many lines of manufacture, or an excess of the means of trdnsporla 
tion. 
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accident or by natural causes, as affording an explanation, in 
part, ofitbe comparativefy slow progress* of accumulation, even 
in tbe states whose landjpower, labor power and capital ppwer 
are greatest. We have now to deal with the same fact, in pur 
theory of consumption. 

A jnpst stubborn belief appears amoifg the non-agricultural 
masses of every tjpmmiiiiity where wages or labor or wealth is 
a topic of familiar discussion, to the effect that tlie destniction 
of wealth in some way increilses production. Laboring people 
generally hold to this ; our servants believe it religiously, and 
justify themselves, secretly or oj>enly, for all their breakage and 
wastage by, the plea that it,“mak(‘s trade good.”* Even culti- 
vated persons are not free from an instinctive feeling that tfie 
abrupt removal of tlie existing body of wealth quickens indns- 
trial activity and i)roiviotes the general welfare, though it ^lay 
be at the cost, for the time, of individuals. 

Frederic Bastiat^ in one of his capital little essays, has dealt 
with this notion so cleverly that there can be no excuse for 
any writer using his own ])hrases on this tlnune. * 

' 412. The Broken Pane.— “ ILn e you eve« had occasion to 
witness tj^e fury ^of the lionest burgess, Jacques Bonhomme, 
>^^en his scapegrace son has broken a pane of glass ? If you 
have, you can not fail to have observed that all the b\ standers,, 
were there thirty of them, lay their hcaili^ together to offer 
the unfortunate proprietor this never-failing consolai^ioii, that 
there is good in every misfortune, and that such accidents 
give a fillip to trade. Every body must live. If no windows 
were broken, what would become of the gteiers ? Now, this 
formula of condolence contains a^theory which it is proper to 
lay hold of in this very simple cas< . because it is exactly the 
same theory which unfortuimtely governs the greater part of 
our epconomic institutions. 

^Assuming tlnit it becioujes necessary to expend six francs 
in repairing the damage, if you mean to say tjiat the accident 
brings in six francs to the glazier, and to that extenlf encourages 
..trade, I grant it fairly and fraifkly, and, admit, that you 
reason justly. 

“ The glazier arrives, does his work, pockets his money, rubs 
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Lis hands, and blesses Ibhe scapegrace son. That is what we 
see. , „ 

“ But if, by way of deduction, yo\j come to conclude, as is 
tO(^ often done, that' it is a good thing to break windpws — that 
it makes money circulate — and that encouragement to trade 
in general is the resillt, I am obliged to cry, halt ! Your 
theory sto])s at what we see, and takeij no account of what we 
dorCt see. 

“ We doriH see that since our burgess has been obliged to 
spend his six francs on one thing, he can no longer spend 
them on another. 

“ We dotChsee that if he had not this pane to ^replace, ho 
wbuld have replaced, for example, his shoes, which are down 
at the heels ; or have placed a new book on his shelf. In 
shoft, he would have employed his 8i;?c francs in a way in 
which he can not now employ them. Let .us see, then, how the 
account stands with trade in general. The ;[)ane being broken, 
the glazier’s trade is benefited to the extent of six francs. 
That ie^hat we see. 

If the pane 5iad not been broken, the shoemaker’s or some 
other trade would have been encouraged to the extent of six 
francs. That is what we don't see. And ‘ if we take into 
^account what we don’t see, which is a negative fact, as well 
as what we do see, which is a positive fact, we shall discover 
that trade in general, or the aggregate national industry, 
has no interest, one way or other, whether windows are broken 
or not. 

“ Let us see, again, how the account stands with Jacques 
Bofihomme. On the last hypothesis, that of the pane being 
broken, he spends six francs, and gets neither more nor less \ 
than he had before, namely, the ^se and enjoyment of a pane 
of glass. On the other hypothesis, namely, that the accident j 
had not happened, he would havc| expended six francs* on | 
shoeS, and would have had the enjoyment both of ♦the shoes) 
and oi the pane of glass. / 

^^‘‘ Now^as the .good burgess, Jacques Bonhomme, constitutes 
a*fraotion of fiociety at large, we are forced to conclude that 
society, taken in the aggregate, and after all accounts of labor 
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and enjoyment have* been squared, hal lost the value of the 
pane w]jich has been brikeii.”) 

413. Destruction sometimes t^he Removal of Obstruction. 
— It is, of course, possible to \;onceive a situation where |he 
destruction of wealth may have the direct effect to secure a 
larger production of wealth. Thus, (a ftian may occupy a cer- 
tain water privilege w\th an antiquated mill, which he can 
not make up his mind to tear down. ' To destroy the mill 
seems to him like waste, or^ even if he appreciates the fact 
that the erection of a new and more commodious structure, 
with modern appliances, would be true economy, he can not 
bring himself to incur the initial expense just at "iliis time ; he 
procrastinates in the matter, and so perhaps goes on, year afR^r 
.year, cramped in his operations, perhaps unable even to under- 
take production in cej^'tain lines, for which there is an arl^.u*- 
tageous opening. ow, in such a case, it might happen that the 
burning down of ^he old mill would lead to tiie immediate 
erection of a new one which would pay for itself in a short 
time^ and the net result, thereafter, be the substitut’^n of a 
powerful *and efficient agent of production ^or one that was 
inadequate and outworn. 

Undov ^'tedly, too, the destruction by fire of the old and 
crooked parts of certain cities, filled with rookeries and tumble- 
down houses, almost impassable to traffic and repulsive of aspect, 
has led to an actual increase of wealth within a s!.ort time 
thereafter. The quarter destroyed may have been long a 
nuisance and an obstruction to the growth of the city and the 
development of its trade ; but the inertia pfKipiwperty owners, 
their blindness to their large, thdir pennanent interests, their 
reluctance to make great capital ex penditures, and, especially 
the fact that it was of no t^e for a single property owner to 
try tj improve the quarter by tearing down his rookeries, so 
long as the general charjicter of the neighborhood remained 
what it l^d been, these causes might have long withstood the 
needed improvements. The fire comes, resolves all dfoubts, 
burns up the accumulated foulness of* generations, leaves the 
ground open to building, and, six months or a y^ar thereafter, 
a new and elegant quarter has arisen from the ashes, ^'ot all, 
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not by any means the larger part, of this 'represents the pro- 
duction of wealth in the interval. T^he greater shar^ repre- 
sents^ the transplanting of wejilth previjously existing. Yet, in 
adcjition, there may,*as we said,* conceivably have bepn a large 
creation of values due to the improvement of commercial sites 
and commercial avemid^ heretofore neglected. 

Such instance's of the destruction of wealth leading to a 
larger production are comparatively rare. In the vast major- 
ity of cases, that destruction, hoAV’^wer rejoiced over by shallow 
j)erBons who are intluenced only by what they see,” or by 
selfish j)ersonsAvho secure an immediate individual advantage 
from the losstiof others, is a public misfortune. ^ 

^414. Government Expenditure — On the })art of many, 
perhaps most, jicrsons Avho favor large government expendi- 
ture;^, the actuating motive is found iii, the opinion we have 
already dealt Avith, that Avastefuland even destructive consump- 
tion “ makes trade good,” encourages industry,” “ raises 
wages,” etc. To this shallow notion Ave need i)ay no further 
attentimi. Something which is at least less obviously false is 
intended in the proposition laid down by more than mie econo- 
mist of re})utation, that government expenditures, within mod- 
erate limits, are industrially beneficial. 

, This vicAV may be stated in the language of Mr. McCulloch, 
jOne of the most capful of the English economists of the last 
generation : — , 

“ A mcKjerate increase of taxation has the same effect on the 
habits and industry of a nation that an increase of his family 
or of his necc.^JAXcy and unavoidable expenses has upon a 
priA^ite individual. . . . 

“ Kut wje must be on our guard against an abuse of this doc- 
trine. To render an increase of t^^xation productive of greater 
exertions, economy and invention, it should be slowl}iv and 
gradually brought about, and it shouljl nevei*l)e carried to f^ich 
a height as to incapacitate individuals from making tht^acrifices 
it imposes 4)y such an increase of industry and economy as it 
may be ip their* power to make, without requiring any very 
violent changb in their habits. The increase of taxation must 
not be such as to make it impracticable to overcome its influ- 
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ence, or to induce the beli^ef that it is impracticable. Difficulties 
that are^ seen to be surmountable sharpen t^c inventive power 
and’are readily grappled'^with ; but an apparently insurmount- 
able difficulty, or such an excessive weight of taxation as it 
was deemed impossible to meet, would not stimulate, but des- 
troy exertion. Instead of producing new efforts of ingenuity 
and economy, it Ayould produc.e only despair. Wheiujvi'r taxa- 
tion becomes so heavy* that the produce it takes from indi^ idiials 
can no longer be replaced byfresh efforts, they uniformly cease 
to be made ; the population becomes dis])irited, industry is 
paralyzed and the country rapidly declines.” 

And to the same effect Jeremy Kentham writ'^ : “ By rais- 
ing money as other money is raised, by taxes (the amount bf 
whicli is taken by individuals out of their expenditure on the 
score of maintenance), .government has it in its power to accel- 
erate to an unexampi'ed degree the augmentation of the mass 
of real wealth.” • 

416. Such is the claim in behalf of gov(‘rnment ev])endi- 
ture. WJiat is to be said of it? L(‘t us ])roceed by way of 
an example. Let us take a largi.' ])o]Hilation {H)r(ad over a vast 
extent of^^ountry, like India, which possesses almost illimita- 
ble facilities for the imj)rovement of the soil through irriga- 
tion, and whose broad spaces dmnand numerous and cxtensivts 
lines of artificial coramunication, by canal ^or railway. Let it 
be supposed that the peojile occupy ingthis country are wdiat tlu^ 
people of India now are, in numbers, hi character, in habits of 
living and of w'orking. Alike under the infiuence of s»^vnA,l 
passion and of religious superstiti<»n,f tht^^t^fflfftinually tend to 
increase up to the limits of subsistence, even to the verge of 

* I caun(»t forbear to quote tlK^ words of Bacon ; “ The blessing of 
Judakand Issachar will never mc*et : that the same people should he 
botl the lion’s whelf and thp ass between burdens ; neither will it be 
that a people overlaid with taxes* should ever become valiant and nnar- 

tial." • * 

# 

f The early marriages of India are attributed to the religious beliefs of 
the people, as they hold that the w^elfure of the soul aftey deafti depends 
greatly On the performance of the burial rites by male offsprim* of the 
deceased. 
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famine ; not only accufciulating no capital, but laying by no 
store for future wants ; having neither the genius foi; organi- 
zation nor the capacity of self-denialiwhich would be required 
to initiate the simplest local iiliprovements. 

Now, we may imagine such a population ruled by a benevo- 
lent, disinterested desf ot of tlie highest order of intelligence, 
a Napoleon devoted to the arts of pef^ce. We may imagine 
this ruler, by a^ system of taxation that shall be as just 
between individuals and as judicious in its seasons and 
methods as human wisdom can make it, first, drawing from 
the crops of good years a store against the occurrence of bad 
harvests ; then, by a gradually increasing stringency of 
exaction, adding to the cost of living in such a way as to dis- 
courage the growth of population, while apj)lying the proceeds, 
to great public improvements which eqable the food supply 
of the em})ire to be readily equalized m the event of local 
scarcity; which guard tlie crops against thq effects of periodi- 
cal drought ; which afford rapid and cheap passage to the 
product of inland districts. 

And as tlie ju’pductive power of the country increased under 
such an administration, we can imagine the high-minded ruler, 
intent on his benevolent purpose, still drawing away from the 
^people, by taxation, all the surplus above the necessary cost of 
subsistence ff)r the present population, which might otherwise 
be applied to tlie increase of i)opulation, and, with the means 
thus acquired, providing capital' in its various forms for the 
uAe of the frugal and the temperate, perfecting communica- 
tions, protectiPj^T^he Jiealth and lives of his subjects by sani- 
tar]^ arrangements, and, at *iast, undertaking the elementary 
education ^of the whole body of the people. 

All this, it is clear, an absolute ;ruler of the character indi- 
cated miglit do for his people ;* and not a little of this piany 

fi 

, r 

* This is, iu fact, involved in the theory of the British administration 
of India. The reaisons are well stated in the following paragraph from 
the Times of 1879 : 

‘‘ In England ttic remission of taxation is urged with great force, 
because it is said that taxes remitted will fructify in the pockets of the 
people. No result of this kind can be expected in India. If the condl 
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a benevolent and able ruler has doife for his people. Tlie 
“ forced frugality,” to utSe Bentham’s phrase, which bis^taxes 
have imposed, has at onde repressed populaftou and stimulated 
industry ^among the existing* body of laborers. Ilis \^ise 
expenditures upon public works and in public education has 
sown the seed from which has sprung fbany a golden harvest. 

416 . But while we i^ee, thus, what an ideal monarch might 
do for a people indolent, unambitious, sensual, by a])pl3dng a 
nortion of tlie wealtli tlie^" created to ends more useful, ele- 
vating and satisfying than their individual tastes and appetites 
would have selected, we are for«^ed also to remember how 
large a part of the wealth raised by taxation har^ in all ages, 
been spent in war, poinj) and folly ; how strong is the temjft- 
ation to extravagance and even to coiTU})tion in government 
expenditure ; how much of what the people pay the trea«.t;y 
does not receive ; Ik w much of what the treasury disburses 
does not reach its intended objec^t. These cons! lerations are 
strong enough to justify, in a large degree if not wholly, that 
unwillingness to intrust to government the consumpti('<u of the 
wealth of*the community, mu(‘h beyond wha^ is necessary to 
secure domestic tranquillity and the administration of justice 
between man and man, \whicli is so peculiarly American. 

Yet it is possible that this feeling may be carried loo far. , 
When one contrasts the highwaj’^s, the bridges, the streets, 
the liarbors, the breakwaters, the lighthouses, and other aids 
to transportation and commerce, which government provides, 
with the best that could reasonably be looked for from indi- 
vidual or associated etfort, without the power ; vvhen 

one contrasts our system of pul/lic education with the best 

tions of living are made easier there, as tlicy would be by a Remission of 
taxes, the consequences would ndtbe an improvement in the W(dl-being of 
the people, but an increase of their nuinliers. Our duty, therefore, as 
gualdians and governors of the people, c‘harged with the responsibility 
of keepingj^alive in times of famuic a vast population with no resbrved 
resources of its own, is to save for those who do not save foy tlieniselves, 
to keep a margin of income ov(t expenditure so that we may have in 
hand a fund upon which to draw in the recurrent periods of distress. 
This is a* leading principle in Indian finance. Whoever forgets this neg- 
lects the primary duty of an Indian administrator.” 




328 


POLITICAL ECONOMT. 


that voluntary contribiitions or private ntunificence ever sup- 
plied ; when one contrasts the sanitaiy arrangements for sup- 
plying pure air and pure w^ter to ou^ crowded cities with the 
condition of things which exists where these matters are left 
to unofficial action ; he will find occasion to qualify in no 
small degree his assent to the proposition that, 'Under a well: 
ordered constitution, government is only a policeman, to keep 
people from breaking each other’s heads Or picking each 
other’s pockets,; ^ 



PAKT VI — SOME A.PPLICATIONS OF 
ECONOMIC PRINCIPLES. 


It has seemed best to reserve to this portion our work 
the discussion of some topics which involve the ppbcation 
economic principles to questions of law or governmental ]>ol- 
icy, into which considerations of ])olitieal equity or politir 
expediency will intrude themselves so that they can hardly be 
shut out ; and also to jilace here some mattero /f economic 
detail which might have unduly interrupted the course of our 
argument, had they been dealt with at the points wit^i which 
they are logically connected. 

Throughout this part, therefore, 1 may be found to adduce 
considerations nol strictly economic, with a freedom I have 
no*t allowed myself heretofore. 

The topics to be treated under this title are : 

1. Usury Laws. 

2. Industrial Co-operation. ’ 

3. Political Money. 

4. Pauperism. 

5. The Doctrine of the Wagc«^Fund. 

6. The Multiple or Tabular Standard, 

/7. Trade Unions and Strikes. 

^8^ The Knights of Labor. 

if. Attacks on ihe Doctrine of Rent, 

do. Nationalization of i!»he Laud. ' 

/ll. The Banking Functions. 

12. The National Banking System^! the United States. 

43. Foreign Exchanges. ' 

14. Bi-Metallism. ^ 
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/1 5. Jhe Revenue of the State. ^ 

/JO. Taxation. ^ 

“ Protection ’’ vs. Freedom of l^roduction. ^'r f.'r 
]f8. Socialism. 


1 . 

USURY LAWS. 

471. The Prejudice against Taking Interest. — It lias 
already been said (par. 36) that it is not the province of the 
economist to iustify the existing order of things, or to estab- 
lish the morality or the political equity of laws or institu- 
tions' affecting property ; yet we shall get so good a side-liglit 
upon the economic principles governing the loan of capital, 
in briefly considering the objections that have been raised 
against interest, or the taking of usury, as it is invidiously 
called, that it may be worth our while to step out of the 
direct path for a moment, at this jioint. 

For many centuries, and even within a comparatively recent 
period, the Christian Church proscribed the taking of interest 
as a moral offense, and the laws of nearly all civili..ed coun- 
tries made it a crime, while the voice of publicists and of ethical 
writers, alike, was raised against it as a wicked and pernicious 
practice. Whence came this general consent in denouncing 
that which is to-day accepted as right in morals and as prac- 
tically beneficial, by all except a few fanatics ? 

Tlie origin of the prejudice against usurj'^ is commonly 
attributed to a mistaken app’^ehension of a provision of the 
Mosaical Code forbidding the receipt of interest from any 
member of the chosen race, and to a passage in the works of 
Aristotle, those works which once had so profound and perva- 
sive an influence in forming the politic**'! philosophy of 
Europe, to the effect that as momy does not produce money 
nothing more than the return of the principal sum lent can 
equitably be claimed by the lender. 

418. Does Money Produce Money P— Of the theological 
argument it is not necessary to say much here. The inhibition 
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of usury, as between one Hebrew and another, was doubtless 
a feature in the general policy adopted for keeping the peculiar 
people apart from their ,profane neighbored and intensifying 
their community of feeling. The dictum of Aristotle, clkim* 
ing no divine authority but professing to found itself on rea- 
son, remained unchallenged for ages amid all the political spec- 
ulations of Europe. Mr. McCulloch attributes to John Calvin 
the high honor of having first detected the fallacy of this 
argument against usury, discejrning that, while money does not 
produce money, that which may be ])urchased with money does 
produce after its kind, and that herein is a perfect justification 
for the payment of interest. 

Money, does, indeed, not produce money, but capital ])rj)- 
duce, capital. If a man borrows money he may with it buy grain 
which, when sown, will bring forth “ some thirty, some six^y 
and some an h undred fold.” lie may purchase cattle, of which 
a small herd will in a few years become a mighty one. If he 
employs it in trade or in manufactures, hisprodiu^tion may be so 
largely increased thereby that he may pay a liberal ^reward 
to the lender, and yet be better off than if he had not 
borrowed. 

407. The Move‘ment Toward Reform.— England led the 
movement toward a more enlightened policy. By an act of 
1546 * lenders were allowed to receive interest, though at a 
rate not to exceed ten per cent. During a brief reaction under 
Edward VI. this law ^vas repealed, but a statute of Elizabeth 
restored the right to take interest. Subsequent statutes re- 
duced the rate of legal interest successivelyjljy^, 6 and C per 


* 87, Henry VIII. Though thus legalized, public sentiment and par- 
ticularly the opinions of the clergy remained in a higli degree hostile to 
usuy. “ I do wish,” said Dr. Wilson, in his Discourse upon Usury, pub- 
lished more than twenty years af^cr Uie act of Henry VIII., “ some penal 
law of deata to be made against usurers, as well as gainst thieves and 
murderers, for that they deserve death much more than such men do ; 
for these usurers destroy and devour up, nstonly whole families, but 
also whole countries, and bring all folks to beggary that .have \o do with 
them.” 
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cent. (Queen Anne), a< which last point 'it remained till the 
present reign, when all restrictions on loans were abolished. 

Among the States of tlie Americkn Union, Massachusetts 
has made contracts' of loans as free as those of purchase and 
sale. 

Interest is now allo^ cd to be paid on loans in all civilized 
countries, the prohibition of usury havjng fallen utterly out of 
the sympathies of this age. Money-lending,' or the taking of 
interest when payment for goods or lands is forborne, has 
passed beyond all stigma ; and the profession of the banker, 
who organizes and conducis the borrowing and the lending .of 
whole communities, is among the most honorable known to 
nndern society. Yet there still survives an opinion, very 
widely spread, that the taking of interest should be under the 
regulation of the State, to prevent the abuses which are appre^ 
hended from the power of the money-lender over the needy 
and necessitous borrower : that, to use Bacon’s phrase, the 
tooth of usury be grinded, that it bite not too much.” 

This .opinion finds expression in the statutes of nearly all na- 
tions and of almost every State of the American Union, and 
even the general banking law of the United States provides 
that the associations (National Banks) to be organized there- 
^ under may receive interest at the rate allowed by the laws of 
the State, Territory or District where they are located, and no 
more, andihat, where no local rate is fixed by law, the rate of 
interest shall not exceed seven per cent., to be, however, taken 
in advance (discounted). 

420. Laws Eci^ujpting Interest.— All civilized nations hav» 
ing legalized the taking of interest on loans, the term, usurj 
laws^as applied to existing k^gislation, has reference, not to 
the prohibition of interest but ,to its regulation, generally 
through the means of a prescribed maximum rate which it is 
made unlawful to exceed. As has been stiJted, such laws .^till 
staitd on the statute books of highly civilized states. What shall 
be safil of them ? Asa substitute for the laws that forbade 
the taking of interest they must be regarded as in the nature 
of enlightened legislation, and I am not sure that, even when 
considered without comparison with pre-existing legislation. 
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these laws were, in an earlier time, wholly without justification. 
They wt^re enacted in theiintcrest of the would-be borrower, 
whoJivas regarded as una!>le to sustain, witlioiit grave injury, 
which might also work injury t6 the commTinity, the coni])eti- 
tion to whi(;h lie was subjected in his efforts to secure the loan 
of capital. And in the ages in which tlit^se laws were enacted, 
this assumption was not, without reason. 

421. Usury Laws in Early Ages. — borrowers were, then^ 
generally persons embarrassed or distressed, whether b}' their 
own fault or by misfortune. Trade and manufactures were 
not, as so 'largely mnv, carri(‘d on by means of borrowed capi- 
tal. The man who asked a loan was presumably in circum- 
stances which j)ut him very mm^Ii ;it the mercy d the moncf' 
lender, just as a man in times of famirn^ is at the mercy of the 
dealer in food, who nny make unreasonable, extortionate f)'’d 
cruel terms, ^ 

And the money l^ender in those days was not, 'n general, a 
nice sort of jierson. The recent outbreaks in Rounielia, Rou- 
mania and Russia testify to the natural feelings of a ^simple- 
minded, ignorant, passive, and nion or less styjud people, who 
see houses and lands and cattle and goods and even standing 
crojis pass with fatal certainty out of the hands of the many 
into the hands of a class in whom tin? faculty of acquisition is ^ 
developed to such a degree as to make theni,^n i omparison 
with a peasantry like that of the Slavonic States, fas wolves 
among sheep. ^ 

We allow all men to walk our streets indiffenuitly, becausg 
men are so constituted jdiysically as to initial lyy.pial, 

so far as contact is concerned. ’ We brush each other ttnd 
sometimes run full against each other, and yet give ^and take 
no harm. But suppose one-^ialf the peo})le of our cities were 
'US fj^ilc and brittle as glass, while the other half, divided on 
the^ine of sex, or*lotherwise, were as heavy and as hard as 
iron, woujd not the law require the latter to go by separate 
streets, and protect the weaker part of the commupity from a 
contact that would be fatal ? 

I* am not at all sure that economic reasons would not justify 
the legislature in interfering to save by any practicable means 
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one class in the commifnity from the effects of such one-sided 
competition as existed between borDower and lender in the 
ages referred to ; nor am IcSure that^he kind of laws refurred 
to were wholly Without the' beneficent effects they were 
intended to have. 

422. Evasion of U6ury Laws.— Even in the ages when the 
taking of interest, in any form, was strictly ])rohibited under 
the most cruel penalties, usury laws were very frequently 
evaded, through a great variety /)f artifices and contrivances. 
In modern times, the laws prescribing a maximum rate of 
interest, generally under penalties of moderate severity, are, 
it may be said as a rule, violated or evaded, whenever the use 
of capital* becomes more valuabl(‘ than the consideration 
allowed by law to be paid, be that five })er cent., or six, or 
seven, or more. 

'rtie most important means of evading the usury laws are 
the following : ^ 

First. Fictitious Deposits in Banh , — Every successful mer- 
chant and manufacturer will, of course, kee}) a considerable 
deposit to his c;:edit in the bank or })aiiks with'^which he 
habitually deals. He will do this to protect himself against 
the failure of remittances from his own correspondents, to 
^enable him to meet unanticipated demands, })erhaps to take 
advantage of exceptionally good bargains suddenly offering. 
. What w|i have now in mind is the keeping of deposits in 
bank, in excess of what the nuTchant or manufacturer would 
Uiiturall}’' maintain for his own purposes, as an inducement to 
the bank to .h’ui capital in emergencies.! Thus, we 

* The reader is referriid to par. 286 for the demonstration that interest 
is paid for the use of capital, not always, not generally, not often, for the 
use of money, as such. In the present article, however, in writjng of 
usury laws and the means of evading them, I sliallflise the phrases og the 
so-caJled Money Market, more properly* tlA; market for the loan of capi- 
tal ; aijd shall speak of money being scarce, money being w(5rth such a 
per cent., etcK, meaning always thereby, capital. 

f Samuel Jones* Lloyd, a/terwards Lord Overslone, in his testimony 
before the British Commons Committee of 1841, said : “ The compensa- 
tion to the banker for his loss in advancing money upen discount, at a 
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might suppose that a certain merchaiTt or manufacturer finds 
it for hjs interest to keop' “ a line of deposits,” in a certain 
bank, averaging twenty thousand dollars. This he might 
deem sufficient for all his owrf purposes. * In order, however,, 
to make sure that the bank will discount his notes wiiem 

money is scarce,” he may think it \\^rth while to maintain 
an average deposit of .fifty thousand dollars. He gives the 
bank the use, all the time, of thirty thousand dollars, -with the 
implied understanding that Ahe bank, on its part, will loam 
him all it possibly can, in periods of financial difficulty. Thisi 
course is pursued to a very great extent. It is natural 
wealthy merchants and manufacturers should iuithis way pro^ 
tect themselves against emergencies ; but this only makeyi it 
all the harder for those who can not afford to keep large 
deposits in ordinary ^jmes to borrow what they may absoln a ly 
require in periods o^ pressure or distress. 

Second. Commissions. — Suj)})Ose the law tu prescribe that 
interest shall not be taken above six per cent, per annum. A 
merchant has 0(a;asion to borrow ten thousand dollari* for two 
months. * On this the maximum h gal inter^t would be one 
hundred dollar^. lJut the demand for capital, at the time, is 
so great, or the supply of it so small, owing to the prevalence 
of speculation or to the existence of commercial distrust, that* 
no one is willing to lend ten thousand dollars, two months, for 
so little as one hiqidred dollars. Our imu’chan# goes to a 
broker and says : “ I wish to borrow so-and-so, and I will 
give you one per cent, for negotiating the loan.” Kow, one 
per cent, commission on ten thousand is one hundred 

dollars : so that the would-be IborrowpT really promised to 
pay at the rate of twelve per cent, jier annum. Sin^ e he is in 
this frame of mind, therev is no longer any difficulty about 
getjing the loan. The prolmbilities are that the broker 
divides his comrafcsion with the hmder. 

Third.| FlctHiom or ** Dri/ ” Let us suppose 

t rate below its real value, would l)c found in the value of* the accounts 
kept with him by the parties to whom .«^uch 'advances were m^e.” 

*In his standard work on usury, Plowden states that ‘'Dry Exchange 
was sometimes carried, in his day, to a very great extent. The borrower 
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the would-he borrower^ in the case referred to, goes to his bank 
and offers his note for ten thousand ^dollars, payable ,in sixty 
days. The cashier says, “ We can not discount this note f but 
if ^you will make it‘'])ayable in* New York, we will try to put 
it through for you.” This is done. At maturity, the note is 
paid in New York. ^ The bank charges one-half per cent. 

exchange,” theoretically forbringing,the money home, though 
it may be that the bank would at the time rather have its 
money in New York than in Boston. Now, one-half per cent, 
exchange on ten thousand dollars is fifty dollars, which is 
three ])er cent, on a loan of that amount for two months. This 
added to tlu^ six per cent, interest which the l)ai\k is author- 
i^.Hi to charge, makes nine per cent, received by the bank in 
this transaction. 

Both the first and the third of these modes of evading usury 
laws are com])letely within the law. A man has a right to 
keep as large deposits as he pleases in his bank ; the bank has 
a right to chai’ge whatever rate of exchange may be mutually 
agreed upon for bringing money from a foreign country or a 
distant city. R’viding the commission between the broker 
and the lender is unlawful ; but it can be so easily a^d secretly 
done as to be ])ractically beyond any danger of incurripg 
, penalties. 

Fourth. Loans for Unnecessarily Long Periods . — To illus- 
trate this mode of defeating the intention, of usury laws, let us 
return to the case of the merchant, who, in time of commer" 
oial trouble, has occasion to borrow ten thousand dollars for 
two months. vs his note for that amount, on that time, 

to d bill broker, who .replies *: “ I can not get this discounted 
for you ; but, if you will make out your note for a year* I 

r 

“ draws ” on an imaginary person in a foreign country. After the*, ' pir- 
ation of the time the bill is to rim, comes a “ prote^« from that coifntry 
for the non-payment of tlie bill, with the r^-exchange of the mgney thence 
to the place where'Uie money was drawn, the paper having, in fact, never 
been out of the country. “ The borrower,” says this writer, “ being thus* 
charged with exchange, re-exchange, protest and incidental expense, pays 
in all, some twenty or thirty per cent.” 

witness before the Commons Committee of 1841. testified that he once 
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will get you the in(5ney, at the legal* rate.” This is done. 
The lender sacrifices his jshaiice of getting his eight or ten 
per ^ent. through some^ roundabout mefliod, during two 
months, for the sake of placing liis capitifi, at the maxiinum 
legal rate, for an entire year. He believes that the stringency 
ill the market, which now makes “ moiif* y ” really worth eight 
or ten per cent, will soon be over. In that case, interest will 
probably fall below the legal rate ; perhaj>s during a greater 
part of the year capital may Jie “a drug,” at three* or four per 
cent. Tlie lender may thus be better off in making the bor- 
rower pay six per cent, for twelve months, than if he had taken 
from him eight or ten j>er cent, for two monthly to have his 
capital thrown back on his hands at the expiration of that lin^. 

423. Economic EfiTects of Laws Prescribing a Maximum 
Bate of Interest.— Hu ch are the most im])ortant of the nie‘oi8 
resorted to for evading the laws establishing a maximum'*i*ate 
of interest. It must not be thought that, beean e usury laws 
may thus be evadetl, they have, therefore, no economic effect. 
On the contrary, they excTt a very considerable influence. 

{a.) These underhand or roundabout modes of doing busi- 
ness must cost somebody sonietliing. 

Now, tfie person on whom this charge is likely to rest is he 
wfio, in the time and place, occupies the j>osition of relative 
economic disadvantage. Tliis, it is needless to say, is, in 
times of financial trouble, the borrower, who must have the 
money or submit to great loss,, perhaps to ruin. 

(b.) More important, still, among the effects of usury laws^ 
is the destruction of an open market tjie loan of cr; ital, 
and the preventing of a c|uotable«i*ate of iiiterest. Whenithe 
actual rate goes above the legal rate, and borrowers and 
lenders are driven to roundabout and underhand methods of 
maldng up the difference, nobody knows “ what money is 
wofth.” The boi^yower, under a terrible necessity to secure 

1 -^ — , 

negotiated In a period of stringency a loan of £100,000 to a mescantile 
house, for the term of seven years, althougli tlie borrowers 'only wanted 
the use of the capital for a few months, and Vould ha^ been glad to take 
it for that time, at a high rate of interest, had this been permitted by the 
law. 
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a loan, lest his notes* should ‘^go^to protest,” and he be 
financially dishonored and perhapij ruined, is pr;icticalJy 
blin^ifolded, at the moment*qf his greatest weakness and Reed. 
The more anxious he -is, the* more completely is, he at the 
mercy of the lenders, who, in such a case, have a common 
interest in creating tne impression that “money” is very 
scarce and fast growing scarcer. Every borrower who becomes 
frightened spreads fear on every side around him, until per- 
chance a panic prevails, and borrowers submit to every degree 
of extortion. 

(c.) Even more important than the loss to the borrowing 
class through the most exorbitant rates of iiiteresj^, is the sac- 
rifice of stocks of goods, securities, bonds, etc., to which many 
merchants are driven, in times of commercial distress, through 
the, difficulties and delays interposed by the laws regulating 
the loan of capital.* Many a man i« such a case, cither 
because he has not the time to negotiate a*.loan by artifice, or 
because his credit is not of the best, or because he is driven to 
despersFtioii, will sell goods consciously at a great disadvan- 
tage. Oftentimes, such a man has to submit to a sacrifice of 
five, ten, or fifteen per cent, of the value which the^ goods had 
a week before, and which they perhaps will have a mopth 
• later. Now, to sacrifice only five per cent, on a body of 
goods, in order to get through one month of financial strin- 
gency, is equivalent to borrowing capital for that length of 
time, at the rate of sixty per cent., per annum ! How much 
more would it have been for this man’s advantage, had the 
law permitted hilp, i J go into an open market for the loan of 
capital, and there pay whatever its use was, at the time, 
worth, were that nine, or twelve, or fifteen, or eighteen per 
cent. ! r. 

424. Usury Laws in Communities Mainly Non-Cone mer- 
cial.— We have spoken of the relations of the borrower t^the 

* It'is to tjiis Lord Bacon alludes when he says, *‘Were it not for this 
easy borrowing upon intere/it, men’s necessities would draw upon them a 
most sudden undbing, in that they would be forced to sell their means 
(be it lands or goods) far underfoot ; and so whereas usury doth hut gnaw 
upon them, bad markets would swallow them quite upP 
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lender of capital, in d primitive conditif)n of industrial society, 
before business has com| to be carried on by loans of capital, 
and while borrowers are^ generally distretfted persons. We 
have, also^ referred to the relations of th^ bon-ower and the 
lender, in communities having a high commercial and finan- 
cial organization. Intermediate between these two conditions 
is a state of society, sugh^s characterizes extensive regions of 
the United States, to-day, where agriculture is prosperous, 
where industry has made sorpe progress, yet where tlu^ com- 
munity still remains mainly non-commercial. This state of 
society is commonly left out of account by writers who oj>pose 
usury laws. I do not, however, deem it candid^o omit com- 
munities of this character altogether from con^ideration, or|o 
assume that conclusions which we may have drawn from the 
study of a highly advanced commercial society will applv to 
these, without qualification. * 

On the whole, J do not think that the qi jstioii of the 
effect of usury laws in a mainly agricultural community, in 
modern times, is quite so simple as most writers have, treated 
it as being.* On the one hand, I have nq doubt that the 
fixing of a legal rate of interest has a certain effect upon the 
disposition of owners of capital in lending that caj)ital. We 
have seen (par. 147) that the moral and intellectual elements^ 
of supply and demand are vt ry potential in exchange. I have 
no doubt whatever^ that the current rate of interest, in a 
country where a rate is fixed* by law, sometimes affords an 
example of the operation of this force. , 

Again, I have no doubt that the jnflaence of pc .alties 
threatened for exceeding a certairf rate of^interest, in a comraun- 
ity chiefly non -commercial and of simple industrial organiza- 
tion and where the elemenj of personal acquaintan(?e largely 
en^j*s into all relations of man with man, is distinctly felt in 
inducing some persons to accept the legal rate, if that be 

i_j? • 

is in vain,” says John Locke, “to go afcout effectiially to 
reduce the price of interest by a law ; and you may as rtitionally hope 
to set a fixed rate upon tlie hire of houses, dr ships, a« of raopey.” And 
elsewhere this eminent philosopher calls a law to regulate the rate of 
Interest “ a law to hedge-in the cuckoo.” 
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fixed tolerably near tke ordinary market rate, so that the 
temptation to evade the law is not^overwhelmiiig. On the 
other hand, it is eqVially cleg,r that suih provisions of law piay 
be evaded by the vavious means recited, and probably will be 
evaded whenever the inducement offered is very great ; and 
that, so far as borrowenj are driven to shifts to disguise excess 
of usury, tliey are likely to find themselves worse off than 
they would be in an open market. 

Just where the balance wonl4 be, in such a community as 
has been described, so far as the interests of the ordinary 
agricultural borrower, or small country trader or mechanic, are 
concerned, I ^poiifess I do not feel confident ; and I doubt if 
ai\y man knows enough to say rightly even to which side the 
balance might incline in a community composed of men 
of different race, or of different traditions and social habits, 
from those whom he has been accustomed personally to 
observe. 

426. Usury Laws in Highly Commercial Communities.^ 
— But in any modern commercial community of large and 
varied and com^)licated industrial concerns, the case is a 
simple one. 

In an advanced state of industrial society; when? borrow- 
ing is no longer the resort of the embarrassed and distressed, 
alone, or mainly, but, on the contrary, the most flourishing 
trade and manufactures are carried on chiefly by means of 
borrowed capital ; where, in the usual course of prosperous 
business, notes are made and are paid bj^^ the thousands, every 
day, usury laws become purely mischievous. 

First, because the vastly* greater interests of trade and 
industry would properly outweigh, were society called to 

choose between them, the interests of distressed and embar- 

% 

rassed individuals ; and. 

Secondly, because such persons will, in f^t, benefit by the 
greater plentifulness of capital, th^ greater ease of borrowing, 
and tht consequently lower rate of interest, which, in general, 
result from freedom r^arding contracts for loan. The 
business dlasse?, active, alert, aggressive in competition, make 
rates of interest by which the less fortunate profit. 
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IL 

INDUSTRIAL CO-OPERATION. 

427. The Objects of Co-operation.— fei Part IV. we have 
shown the place in the ^scheme of distribution that is to be 
occupied by what*is termed co-o})eration, should that project 
be, in any appreciable deg|-ee, realized. We said that the 
object of co-operation, in the technical sense in which that 
word has been used by economic writers, and even popularly 
used, since the Revolution of 1848, is to get rid the “ entre- 
preneur,” or employer, as an industrial agent. 

It is evident that if the parties to production, other than the 
landlord, are to be tlois reduced to two, that function nm . be 
performed either by tjie capitalist class or by the laboring c^ass. 
The capitalists maj, as such, become empioyeis of labor ; that 
is, each capitalist may become an employer because he is a capi- 
talist, and in the degree in which he possesses capital. Whereas, 
now, only*a small fraction of the owners of, capital are also 
em])loyerB of labor. In this case, interest and profits would 
be united. In the other case, the laborers may become self- 
employed, taking all the responsibilities of production, borrow-, 
ing capital according to their occasions for its })roductive use, 
and paying a remuneration therefor on the principles here- 
tofore determined. In this catfc, wages and profits would be 
united. * 

The latter is the change in industrial ^organization wiiich is 
in contemplation when co-operatibn is prged. It is in •the 
interest of the laboring classes, net of the owners 9 f capital, 
that the employer is to be extruded from the industrial system 
and Jjis profits brought to re-enforce wages. The whole signifi- 
can«e of co-operatJon, as a scheme of industrial reform, lies in 
this: that^he laboring clasps expect to divide among themsdlves 
the large amount of wealth which they now see, going, day 
by day, into the possession of their employees, as profits. 

427. Mistaken Conception of the Economists. — Bat, 
although tne laboring classes fully understand this, and know 
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precisely what co-opertitioii, if effected, would mean to them, 
the political economists, unfortunetely, by reason of that 
incomplete analysis of the productive agencies to which we 
have before adverted (par. 304*), are unable to give an intelligi- 
ble, or even self-consistent account of co-operation. Not 
more than two or thrc*e English or American economists* have 
given a definition of co-operation which will bear examination. 
Why is this ? Because, having persistently refused to regard 
the function of the employer, they can not, consistently with 
their own analysis of production, give account of a scheme 
whose whole object is the elimination of that “ functionary,” 
as Prof. Rogers calls him. Yet, seeing, as they must, that 
oo-operation really attempts something, and would, if effected, 
essentially change the existing organization of industry, they 
hit upon the utterly erroneous explanation that co-operation 
is to get rid of the capitalist ! Hardly an economist but 
blunders at this point. 

428. Prof. Cairnes’s Statement. — Take a w’riter so justly 
celebrated for clearness of thinking as the late Prof. Cairnes. 
The frequency with which he has been quoted in these^ages 
is evidence of the high res])ect in which his work is held by 
the writer. Yet Prof. Cairnes stumbles at the very threshold 
of the subject. “ The characteristic feature of co-operation,” 
he says, “ looked at from the economic point of view, is that 
it comhhies in the ^ame persons the two qapacities of laborer 
and capitalisV* 

Now, it is not at all of the essence of co-operation that the^ 
laborers should be capitalists ; that they should furnish any, 
potion of the capital required for conducting the operations 
to be under this system. It is, of course, probable 

that some most, of tl^ co-operators would, in fact 

(though, as we essence the 

Thorold Rogers1®*“^® co-ofwriftion justly, as “ a scheme . . . 

by which the labdrercan unit of 

andmphyef, by mipertedivfi of urir^ theiervicef of the latter 

functionary.'* * '•g' 

Prof. Amasa Walker had previoK-'y ^ same con- 

ception of co-operation. 
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echeme), own small amounts of capitjfl ; and the aggregate 
sum so held would be put jpto the co-operative business, and, by 
that amount, the sum to be borrowed of outsiders would be 
reduced. Yet, in order to secut*e justice between those cf)-op- 
erators who had and those who had not capital to put in the busi- 
ness, between those who had much and* those who had little, 
it would be necessary tljat each associate who put capital into 
the business should be remunerated for his abstinence and for 
the risk of his principal, by a payment over and above 
what an associate contributing only through his labor would 
receive. 

In other words, the co-operative company woijd })ay inter- 
est to its own members for the use of wliatevt/ caj)ital tliriy 
could command, and would borrow, on interest, the remaining 
capital required, just the employer now does. The co- 
erative workmen who* were so fortunate as to possess capital 
would lend it to th^ir own company, instead of lending it, as 
now, through the agency of the bank or the savings institution, 
to employers of labor, perhai)S to their own eTn]>loyei% 

Jtilt solPar as a laboring man joining a co-yperative associa- 
tion had the courage* and faith and self-control to save out of 
his earnings, he would become a capitalist, exactly as if he were 
not a co-operator. If, however, he chose to indulge himself , 
by eating and driqking up all he earned, he would remain no 
capitalist, in spite of ^co-operation. ('O-opdration can not make 
a man a capitalist. Nothing can do that but saving, and whiL 
co-operation might, and doubtless w'ould, encourage frugality^ 
no scheme of man’s devising is goin^ to radically ch.iiige 
man’s nature so that a large proj)f)rtion of the community will 
not consume all their incomes — be those incomes large or 
small. 

see, thus, how erroneous is Prof. Cairnes’s definition. 
Th^aim of co-opeiatiqri^ is to get rid of the employer, and 
divide h^ profits amon^ fiis former workmen, who arfe to 
become, for the future, self-employed: to organize Jihemfielves, 
in their own way, for industrial })urj)Oses, and^ carry forward 
■ producliion on their own account and at their own risk. 

429. The Benefits Aimed at by Co-operation.— Such being 
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the nature of co-operation, let ua inquire what advantages 
might reasonably be looked for fron\it, provided it were found 
practicable. 

Let us begin by taking the laborer’s point of view : 

First. To secure for the laboring class that large amount 
of wealth, which, as w»c have seen, goes annually in profits to 
the employer. 

Second. To secure for the laborer the opportunity to pro- 
duce independently of the will .of an employer. Under the 
existing industrial system, it remains with the entrepreneur 
to decide, not only what shall be produced, and how and when 
and in what; amounts, but also whetlier any production at 
ay shall take ])lace. 

It is tru(‘ that the employer may, out of compassion, carry 
on production for a while where no ]>ro.fit to himself appears, 
rather tlian leave his working people to suffer. It is also true 
that his selfish interests may induce him to carry on produc- 
tion for a while, under similar conditions, in order to keep his 
customers from going to others. But neither of these consid- 
erations can be i;<3lied upon to any great extent or for anjiftong 
j)eriod, nor can both together be relied upon at all as against 
the apprehension of considerable loss on the part of the 
employer. In a state of the market which causes the employer 
to doubt whether, after paying out large sums for materials 
and labor, he will get his money back in the price of the prod- 
ucts, a suspension of production to the extent of a third or a 
half is the most natural course for him to adopt. 

But while a body of laborers can not reasonably complain 
that their employer curtails production on the first intimation 
of commercial disorder or of diminishing demand, co-opera* 
tion would place it within their ppwer to keep up production 
on their own responsibility, remaining at work and soling 
their product for what it would bring. It- would no logger 
be the interest of the one employer, but that of ^he many 
workmen, which should decide whether production were to 
proceed or not. 

430, tfo-operation from tlie Point of View of the General 
Economic Interest,— -The foregoing are the two chief benefits 
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which the laboring class h^ve looked t# co-operation to secure 
for them. In addition td these, the political economist beholds 
in ccKopferation three sources of advantage.* First : Co-opera- 
tion would, by the very terms of the case, do away with strikes. 
The employer disappearing, the workman becoming self-em- 
ployed, these destructive contests would disa}»pear also. 
Second : The workman would be incited to greater industry 
and to greater carefulness in dealing with materials and with 
machinery. Third : In no small degre(‘ fni^alitj would be 
encouraged. It can not be doubted that a co-o})erative laborer 
having the opportunity to invest his savings at once in his own 
business would feel a much stronger- inducement to frugality 
than does tlie wage laborer. 

431. Co-operation, from a Still Higher Point of View* 

— We may leave to the moralist or the statesman Oie 
additional consideration that co-o})eration would clearl} ^ciid ’ 
to improye the moral, social and political (?hr "acter of the 
workman, by givin]t him a larger stake in society, making his 
remuneration directly dependent on his own exertious, ami 
admjjting* him to a participation in the didilx'rations and 
decisions of industry. 

432. THe DiflQlculties of Co-operation.— The advantages 
which would attend the successful establishment (d co-o])era- 
tion being so many and so great, it may be askfd why has 
this scheme, proposed so long ago, sanctioned 1)}^ the highest 
economic authority, fippealing /lirectly to the self-interest of 
the laboring classes, advertised extensively in discussions 
relating to labor and wages, not been immediately siicef“^'‘5ful^ 
on a large scale ? How is it, thaf, on tin; contrary, co-opera- 
tion can hardly be said to have escaped fMlure, when one con- 
siders the great number of cnterprl -es of this character which 
have been started and the few that have survived? 

Co-operative enti'rprises may be divided into two classes — 
one attempting w^at w^e^raay call Productive co-operation : 
the othei* what we may call Consumptive ^ cd-operatioa. In 
enterprises of the former class, the laJ>orer seeks to make for 
himself an income ; in the latter he seeks to exjfe^d or^jonsume 


* By many called Distributive. 
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[that income to the best <»ad vantage to make each dollar of his 
daily or weekly earnings go as far as possible in providing 
subsistence for himself and family. Of course, all the agen- 
cies of transportation and exdiange are, as wc have stated, 
productive ; yet in the difference of aim which has been 
shown to exist between the two classes of co-operative estab- 
lishments, is found the justification of the distinction indicated. 

433. Consumptive Co-operation has had no inconsiderable 
degree of suc(^ess in England, in the way of shops for the 
sale of flour, meats, groceries and other articles of domestic 
consumption, at which subscribers or members of the associa- 
tions establishing such shops buy goods at, perha])S, the usual 
places of retail trade, generally for cash, the profits of the 
year or the season, after deducting the expenses of supervision 

} and management, being divided among the members, either 
equally or in the j)ro})ortion of their purchases. 

In the United States, the indifference of the people, even of 
the poorer classes, towards small savings and that same unwill- 
ingness < to take pains to secure a sound administration of 
trusts which has permitted municipal and State governments 
to fall so largely into the hands of unworthy persons, have 
combined to limit very narrowly the application of the scheme 
<of con8unij)tive co-o])eration. Here and there, “union” 
stores (the word store being used very generally in the United 
States in the sense In whi(;h the English use the word shop), 
“ Granger ” stores, or “ Sovereigns of Industry ” stores, fill a 
small place, generally for a brief period, in the general system 
of exchange ; but the®e have never become highly important 
agencies in our public economy. 

434. Productive Co-operation.-(But w'hile consumptive 
co-operation has had a degree of success w^hich at least proves 
it to be a practicable scheme, given only a reasonable degree of 
popular interest in its maintenance, the hisv^ory of productive 
co-operation alike in France, whe»e it may be said to have 
originated, -in England, and in the United States, has been of 
the most discouraging character^) Of numberless enterprises 
undertaken within the last forty years by associations of 
laborers, with the encouragement and often the active assist- 
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unce of philanthropi.s{s and political ecdnomists, and enjoying 
the benefit of a vast amount of gratuitous advertisement,* 
scarcely any remain. Mr. Frederick Harrison, reviewing^ the 
history of co-operative enterprises in England, indicates the 
oo-operative cotton mills as the only true instances of the 
application of this principle on any important scale. “ Some 
of the mills,” he says, “ pevcr got to work at all ; some took 
the simple form of joint-stock companies in few hands ; 
others passed into the hands (vf small cajotalists, or the shares 
were concentrated among the promoters. In fact, there is 
now, I believe, no co-operative cotton mill, ow^ed by working 
men, in active operation, on any soale, with 4ihe notable 
exception of Rochdale.” 

“ Here and there,” Mr. Harrison continues, “an association 
of bootmakers, hatter'' ^painters or gilders, is carried on, 
a small scale, with yarying success. But small bodies of 
handicraftsmen (or,j*ather, artists), working in i ommon, with 
moderate capital, idant and prerais<'s, obviously establish 
nothing.” 

436. TUe Difficulties of Productive po-operation.~ 

With such a stat(‘ment, from a distinguished labor champion, 
we repeat our inquiry. Why is it that co-operation, in the 
view of the many and great advantages whicli it oifers, has 
had such partial and doubtful success? The answer is at 
hand. The difficulties of ])roductive co-opM*ation aro direct 
as its advantages, 'rfie arbitrary ])owors wielded and the vast 
profits enjoyed by the employing class make the working, 
classes desire, naturally enough, to bring about an indu.nrial 
order in which they shall no longci'be subject to such exercise 
of authority, and in which they shah themselves reap the large 
«um8 of wealth which they s(je passing into the hands of their 
employers. Y et^hen a body of laborers set up for themselves, 


* Within 'the last three or four years, a fresh crop of co-opt4ative 
enterprises has sprung up, especially in Uie United Stotes. Time 
has not yet served to determine the question of success^ or failiffc. The 
fullest accounts of these enterprises will be found in tlie publications of the 
AmericAu Economic Association. 
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the result very soon shows that the reason why th^e]ny)lojer 
wields such despotic power and enjpys such large revenues, 
is that he perfornls a part in modern industrial socie'ty 'jyhich 
is of supreme importance, im which any thing less than the 
highest abilities of organization and administration involve 
comparative, if not absolute, failure) 

[The time nijay come, when a body of laborers, joined 
together for the purpose of co-operative production, will give 
as intelligent a direction, as close a supervision, as rigid a dis- 
cipline, as energetic an impulse, as the present successful man 
of business gives to the enterprises on which his fortunes and 
his reputation are staked); but, for one, though belie\dng thor- 
oughly so far as politics are concerned, in a government of the 
people, by the people, for the people, I sec nothing which indi- 
cates that, within any near future, industry is to become less des- 
pofre than it now is. The power of the master in production, 
“ the captain of industry,” has steadily increased throughout 
the present century, with the increasing * complexity of com- 
mercial relations, with the greater concentration of capital, 
with improvements in ap})aratus and machinery, with the multi- 
plication of styles and fashions, with the localization and 
specialization of manufactures. 

430. T shall be heartily glad to see the working classes rise 
to the height of the occasion, and vindicate their right to rule 
in industry by showing their power to do it. But meanwhile 
it must be distinctly understood, that nothing costs the work- 
^ing classes so much as the bad or commonplace conduct of 
business; that indu&try must be energetically, economically, 
and wisely managed, no mifrtter who is to do it ; and that co-op- 
eration will be successful only as it results in the production 
of equally good articles, at equally low prices, as those produced 
under entrepreneur management. 

If we^have made our analysis of profits ^correctly, it agpears 
(par. 312) that the gains of the Employer are not taken from 
the tamings ot’ the laboring class, but measure the difference 
in production between# the commonplace or bad, and the able, 
and shrewd,, and strong management of business. (WTien asso- 
ciated laborers are able to manage business as ably,' strongly 
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and shrewdly as private employers, they*can dismiss the entre- 
preneur, and keep his gains themselves^ 

43 7| A* Possible Field for Industrial X3o-operation.— I 
have spoken thus strongly of thh difficulties of productive 
co-operation, because I believe that only harm will come to 
the interests of the working classes fron» slurring over those 
difficulties, as is so ofteii^ with the best intentions, done by 
writers on economics. In speaking thus, however, of the evil 
liabilities which beset such enterprises, I have reference to 
industry as a Avhole, and especially to its larger branches, 
which supply general markets, and which are subject to com- 
petition at once far-reaching and searching. Iri ^he last sen- 
tence (pioted from Mr. Frederick Harrison, we (lad indicate-J 
the outlines of a possible field of co-operation, within which 
most of the difficailtie^^ which attend such enterprises or- a 
larger scale, are not ^encountered, or are encountere<'r in 
greatly diminished force. Where (1) a branch of industry 
is of such a nature tliat it can best be carried on by a small 
group of workmen ; where (2) the workmen so engaL'.ed are 
substantially on a level as regards strength apd skill ; where 
(3) the initial expenditure for tools and materials is small, 
and, especially, Where (4) the goods are to bo produc(‘d 
mainly or wholly for the local market, tlie difficulties of the 
co-operative system sink to a minimum and the advantages 
rise to a maximum. It is in such branches* of industry, there- 
fore, that the experiment of productive (;o-oi)eration should 
first be tried. Sucu^ess can be achieved here, if anywhere. 
Should success be here achieved, advantage may be tak^ii of 
the experience thus accumulated* and of the training thus 
acquired, to undertake progressively larger enterprises. On 
the other hand, should the difficulties of productive co-opera- 
tion prevent a decided success within the nearer and easier 
field,|it would be w()rse than futile to attempt to inaugurate 
that systeiji on a more amb<tIous scale. • 

488. Profit-Sharing — The obstacles which* beset produc- 
tive co-operation are not those w^hich nsre encountered by the 
scheme of Profit-Sharing, which has been highly recommended 
by many writers and which has been undertaken of late years, 
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not, indeed, on a largo scale, hut in numerous instances. The 
advantages of this scheme, illustrated by many examples of 
at least partial aiid temp(Jtrary success, will be found stated in 
the work under ^ the title, Protit-Sliaring, by Mr. Sedley 
'I'aylor. Fresh literature on the subject is now almost daily 
appearing in newspapers, magazines, pamphlets and official 
reports. The matter is one of economic and administrative 
detail, too minute to be treated in an elementary work of this 
-character. 

sought is to interest workmen in increasing 
production and in reducing waste and breakage, through a 
payment to^them of a })ortion of the employer’s profits. It 
is, also, held that this system would have the effe(;t to promote 
good feeling between master and man, and to diminish the 
resort to strikes and labor contests, although, in fact, it has 
not always servt*tl, when tried, to prevent the workmen con- 
cerned from joining others of the same trade when such 
contests have oiuje begun. 

Thcrdifficulties of profit-sharing are found (1) in the small- 
ness of theu.m(\nnt which can thus be distributed among the 
workmen, without unduly diminishing the employer’s interest 
in production ; (2) in the suspicions likely to arise regiyding 
the employer’s good faith in declaring the amount thus subject 
to distribution, unless the workmen, or a committee of them, 
are to be allowed ^uch access to the epiployer’s books and 
accounts as few business men would willingly concede, and (8) 

. in the perplexing question, w'hat shall be done, under such a 
system, iii the nott infrecpient cases where the employer 
realizes, not a profit, but a loss. 

The last of these difficulties is, perhaps, the greatest. The 
employer is, not unnaturally, disposed to hold that, if the 
workmen share in his gains, they should also share in his. 
losses ; or, at least, that his gains and lo^es, through an con- 
siderable period of time, should be(> set off against ^ach other, 
and that only the balance of gain for such a period should be 
subject to the rule of distribution. Such a postponement of 
the dividend^, however, taken in connection with the smallness 
of the amount which, at the most, could thus be divided, 
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would reduce the interest, of the workmen in the system, to 
such an ej:tent as to practically deprive the^ arrangement of 
nearly* all influence over their actiqrre, if it did not lead tg its 
early abandpnmeiit. 

III. 

POLITICAL MONEY. 

439. Inconvertible Paper Money is, by Distinction, 
Political Money. — In all modftrn societies, money is at once an 
economic agent and a y)olitical institution. The selection by the 
State of a money metal, the adoption of denittniiiations and 
devices for Us coinage, the establishment of astandtlrd of jmrity 
in the coin, and the conferring of the legal-tender ]>ro])ert 3 f 
upon the money pieces so formed, are acts of legislation or 
administration which gwe to all forms of money with wl^\.L 
wc are familiar sometbing of a ])olitical character. 

But there is one kind of money which ow(‘S its existence 
and acceptance as th’e common medium of exchange so com- 
pletely to legislation or to the act of the ruler, that it iTiay be 
called, by eminence, political money. This iff the inconvert- 
ible paper money of wdiich wuf wrote in Chajfter 5, Part III. 
In comparison herewith, the other forms of money known to 
modern commerce may be regarded as having so little of a 
political character as to justify their being called economic 
money. 

The essential difference between what, we here call cccno- 
inic and what we call political money, is that the su})]>ly of 
the former, under' free coinage, is limited^oy natural conditions 
of production, while the supply of the latter is released from 
all such conditions, and is made tod<u)end upon lawor the will 
of the nder. It requires inone labor, in general twice as much 
kbor, to raise two thousand ounces of gold or silver from the 
miners to raise onefthou^and ounces, to be coined into money: 
but It cosU no more labor to print two million dollajjs ol 
paper money, or ten millions, or fifty, than to print* one mil- 
lion. To multiply the amount of such money, it is only nec- 
essary to print the word fifty, or*ten, or two, instead of the 
word one. 
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By some, this ca})ab\liiy of iiicreaSie at will, independently of 
the expenditure qf labor or capital, has been regarded as a 
prime advantage, and sudi, money has been denominaff d by 
these advocates of government issues, political money, — that 
character being attributed to it as meritorious. It is, then, 
from the friends of such money that I borrow the term, 
’Accepting the challenge contained iiv this t^itle, let us proceed 
to in(iuirc further regarding government paper money, apply- 
ing to it the test to which all j)()'litical institulions and arrange- 
ments are rightly subjee.ted. 

440. The Favorable Possibilities of Political Money.— 

I have already, with a frankness that has, on other occasions^ 
been severely blamed, admitted that government paper money 
may, for a time at least, irrespective of redemption, })as8 in 
circulation without depreciation ; performing ])erfectly the 
function of a medium of exchang(‘, registering t])e comj)arative 
values of the sev(‘ral commodities in the market with all the 
facility and accuracy tliat could be desinnl, and serving as a 
standard of deferred payments well or ill according as its own 
amount is reguht(ML Ih-of. Jevons states that between 1780 
and 1809 the value of gold fell 40 j)er cent.; that from 1809 to 
1849 it rose 145 per cent.; while between 1849 and 1874 it fell 
at least 20 per cent. It is cerfainly conceivable that paper 
money might be so regulated in amount a? to fluctuate less in 
value than did gold during the eighty -five years covered by 
Prof. Jevons’ computation. * 

441. The Liability to Evil Inhering in Political Money. 
— In the case of everr;’ proposed political institution or arrange- 
mhnt, however, we are bound to investigate, not its ])088ibili- 
ties only, but also its probabilities. It is not enough to show' 
that it might conceivably be so ^,8tabli8hed and maintained as 
to yield results of good. It must also appear that its success-*, 
fill working does not depend upon an e:^rcise of prudence, 
vir*tue and self control, beyond wJiixt is reasonably <and fairly 
to be%xpQcted of men in masses, and of rulers and legislators as 
we find them ; /ind the (Consequences of its possible perversion or 
abuse must be weighed against the advantages which might 
be derived from its legitimate application and employment. 
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Paper money, then,* as a political institution or arrangement, 
must submit to this test. The man. who advocates govern- 
ment* issues, without being prepared to show reasonable 
ground for believing that they will not *be so abused as^to 
accomplish more of evil than of benefit, is not entitled to be 
listened to. After the experiences of ilie i)ast hundred years 
intelligent men rightly Refuse to take the trouble even to dis- 
cuss political schemes which assume an impossible virtue, or 
which disregard the actual cc^iditions under which alone they 
could be set to Avork. 

In the case of government ])jiper money tlie Hability to abuse 
is found in tlie tendency to over-i.ssiie ; to this #iid the fiscal 
exigencies of government (par. 444) are likeiy to combine 
with a popular craving (par. 445) for a money of diminishing 
value. 

We have already ( 4 )ar. 220) shoAvn that the smallest degree 
of depreciation, ev^m, as Mr. Bagehot says, thu mere liability 
to -depreciation without its reality, maj^ unsettle the exchanges 
between the paper monej' country and those with .which it 
trades, in*a degree to Avork very injurious ef ects. But what 
we have l^ere to consider is the liability to extensive OA^er- 
issues, with an altogether new series of consc(picnces to trade 
and industry. « 

442. Two Motives Operating to Produce Expansion.— 
This liability arises^from the fact that, where the }>nnciple of 
inconvertible paper has once, been ado])ted, tAvo poAverful 
motives tend to produce expansion, Avith no ad(‘quate restrain- 
ing force in operation. Wlien once^he traditional i ear of 
paper money is worn off, the only safeguard against over-jssue 
is found in far-reaching, conscientious, disinterested and cour- 
ageous statesmanship. All the selfish interests that make 
theraseWes felt, all the passions of the hour and the appetites 
thnt clamor for Jndulgeiice, favor expansion. There is an 
unremitting pressure on that side, Avhich now and then rii^s to 
furious impulses against the frail barrier that . Avitffstands 
inflation. 

How far is it wise for any moderate advantage to call into 
being forces which are only to be kept from becoming in the 
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highest degree destructive by being constantly watched and 
unremittingly opposed ? Is it good '“policy — is it consistent 
with ordinary coiirtnon sense — to invoke^ for the accomplish- 
ment* of a definite* and at ‘the best not considerable good, 
agencies respecting which it is confessed that the least relaxa- 
tion of vigilance, a mamentary indulgence of human weakness,, 
one false motion, will lead to serious, perhaps irreparable 
disaster ? . ^ 

443. Time no Safeguard. — Nor does the liability to over- 
issue diminish with the la])se of time. Moderation in the 
issue of government paper money does not form a political 
habit w’^hich becH)mes a security against abuse. On the con- 
trary, the longer the regime of inconvertible paper money 
lasts, the greater the danger. The popular mind becomea 
accustomed to the sight and the thought of it ; the fear of it 
is w<5rn off ; a generation comes u]>on th(‘ stage that has not 
know'll metallic money, or bank money convertible into coin 
on demand. 

In 1C90, the Colony of Massachusetts issued paper money 
to })ay the charges of the disastrous ex})edition of Sir Wm. 
rhi])j)s. At first, over-issue took place and depreciation set 
in ; but by prompt action the excess w\as called in and 
redeemed, and the notes brought to par. They so remained 
for nearly twenty years. When, however, in 1710, the 
second expedition against C\anada took place, Hhe colony fell, 
without an apparent struggle, into the gulf of irredeemable 
paper ; the money of Massachusetts became a weltering 
chaos ; trade was brought into the utmost ponfusion ; pro- 
duction to the utmost weakness. From this miserable condi- 
tion the colony did hot emerge for nearly forty years, till, 
in 1749, the paper was bought up at 11 : 1 in silver and burned.^ 

Russia first issued paper money in 1768, and for nearly 
twenty years kept her notes at par, only to^^all at the en^^ of 
that«period into an abyss of discr64it and depreciation from 
which^er trade' and finances have not yet recovered. 

Twice since the Revolution of 1848 Austria has stood on the 
very verge of specie payments, only to be thrown backward 
into insolvency by the imminence of w^ar. 
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The danger of ovef -issue never ceasei to threaten inconvert- 
ible paper money. The })ath winds 9 ,long the edge of a preci- 
pice., Vigilance can not for a moyient be Kdaxed. The pru- 
dence and self-restraint of yearfe count formothiiig againsi any 
new onset of popular passion or in the face of a sudden exi- 
gency of government. 

444. The Fiscal Motive. —The exigencies of the public 
treasury constitut'e, perhaps, the most fc>rmidable»of the two 
dangers which menace the in^tegrity of a paj)er money circula- 
tion. 

“ Real money,” said Edmund Burke, ‘‘ can liardly ever mul- 
tiply too much in any couniry, because it wil^ always, as it 
increases, f)e a certain sign of the increase of trade, of whi^jh 
it is the measure, and consequently of the soundness and vigor 
of the whole body. J>ut this pa})er money may and «h,es 
increase, without any, increase of trade, nay, ofte7i when trade 
greatly declines^ for it is not the measure of the trade of the 
nation, but of the necessity of the government. It is absurd 
and must be ruinous, that the same cause whic^li n;xturally 
exhausts the wealth of a nation should likewise be the only 
productive cause of money.”* 

The two most marked instances of continence in the issue 
of irredeemable paper are those afiForded by the Bank of, 
England during tlje period of the Restricti(m, and by the Bank 
of France in isis, ^nd again in 1871. 'No one ca^' question 
that the prudence and self-r(#straint here shoiV^n wen* due 
mainly to the fact that, in neither case, would the j>rofit of 
fresh issues hav« inured to the beneftt of the government. 
At the same time, it would not be candjd to omit to mention 
the loyal observance by the Congri*ss of the Unitec\ States of 
the pledge it gave the country in 1864, that the greenbacks 
should not exceed $400,000,000. 

— 1 { — ' 

*In the same vein, Alfixa^der Hamilton: “In great and taying 
emergencitfe there is almost a moral certainty of its becoming njischiev- 
ous. The stamping of paper is an operation so much easier tlian the 
levying of taxes, that a government in the*practice qf paper, emissions 
would rarely fail to indulge itself too far in the employment of thi« 
resource.'" 
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446. Scaling Down* Debts. —In all free governments, or 
governments much subject to popular impulses, second 
danger of over-issue arises from the appetite whidh is 
engendered in the masses of tlie people for further emissions 
for the purj)ose of scaling down debts, “ making trade good,” 
and enabling works ‘6f construction and extensive public 
improvements to be undertaken, for which taxation could not 
.easily j)rov?de the means. 

The intrusion of the debtor class into the legislature with 
their impudent demands for issues to scale down debts is a 
familiar spectatjle. Even the sterling virtue of early New 
England did tiot save those primitive communities from the 
ficf/cest impulses of political dishonesty, when once the paper 
money passion had been aroused. “ Parties,” says the his- 
torian Douglass, ‘‘were no longer WJiigs and Tories, but 
creditors and debtors. Governors werw* elected and turned 
out as the different interests ha})pened to p/’evail.” 

The same feature appeared early in the history of the 
French Revolutionary paper money. We have seen it in our 
own country during the ])resent generation, an active, aggres- 
sive, vehement, virulent force, engendered by the^ desire of 
paying debts, wiping olf scores, raising mortgages, in depreci- 
«ated money. 

Paying debts is always a disagreeable necessity. For one 
man who would stea’l to acquire property, ,in tSe first instance, 
a score will d6 that wliich is ne better than stealing, in order 
to retain pro})erty which has passed into their hands and 
which they have come Co look upon as theirs, Giough not paid 
for.' 

It is thQ view of not a few sound economists * that a grad- 


* Thus M. Chevalier says : “ Such a change will benefit those who 
live by current labor ; it will injure those who IJve upon the frui^ of 
past ‘labor, whether their fathers’ or thdir^own. In this it will work in 
the sanifc*'. direction ’ with most of the developments which a^e brought 
about by that* great law of civilization to which we give the noble name 
of progress ” 

And Mr. J. R. ^McCulloch declares that ' ‘ though, like a fall of rain after 
a long course of dry weather, it may be prejudicial to certain classes, it 
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ually progressive depreciation of metallic money, from age to 
age, ra^ght be advantageous to society as a whole, both 
relieving industry in some measure from the weiglit of bur- 
dens deriyed from the past, amf giving a certain fillip to incjus- 
trial enterprise. 

But here the injurj^ to the creditor (!lass is not the work of 
man, but of God ; lik<» the death of a miserly bad man which 
brings his wealth into the hands of a generous, pMilanthrojdc, 
public-spirited heir, at which change of ownership men may 
properly rejoice. But had the heir pnxmred the death of the 
miser, the aspect of the case would have been entirely differ- 
ent. No j)lea of public spirit or benevolence in4he dis])osition 
of the wealth could com})ensate society for thai deep i«jd 
damning wrong. 

A reduction in the .burden of obligations, accomplishen by 
the act of a legislatijn*, in the issue of paper for the purpose 
of enabling the deJl>tor to ]>ay in a de])reciated money, has no 
virtue in it to promote industry or eiujourage (enterprise*. It 
carries with it the sting of injustice and fraud. Jt draws 
after it retributive agencies which curse, the })eople and 
the age. , Having reference exclusively to economic interests, 
we may confidently say that the man who advocates the 
scaling down of debts, for the sake of encouraging trade amj 
production, show^ himself so ignorant of history as to be a 
wholly unfit advise^’ as to the present and the futu'*e. 

iv. 


PAITPKVISM. 

440. The Impotent vs. the Able-Bodied Poor.— The 

relief of the impotent poor, whether by private or by public 
charity, is, so far as political economy is concerned with it, a 
question relating* to ^he consum})tion of wealth. It is so 
much a matter of course,'under our modern ^civilization* that 
the very young and the very old, the crippled and deformed, 

M 

is beneficial to an incomparably grtjater number, inCludiiig'all who are 
actively engaged in industrial pursuits, and is, speaking generally, of 
^ great public or national advantage.” 
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who are unable to earn' their own maintenance, shall not be 
allowed to starve, that the matter of relief to these^ classes 
becomes one of adininistrative detail, that does not require 
even to be alluded tb in an elelnentary treatise on economics. 
The experience of that country from which we derive our law 
and much of our administrative machinery, is, however, so 
instructive as to the influence for mischief upon the entire 
laboring population and upon the future production of wealthy 
that may be wrought by ill considered provisions for the dis- 
tribution of alms to the able-bodied })oor, as to make it worth 
while briefly to recite that experience here ; and thereupon to 
define the limits outside which the consumption of wealth for 
tli^^ purpose becomes prejudicial. 

We shall get at our subject most directly by inquiring, why 
is it that the laborer works at all. Cdea^rly that he may eat. 
If he may eat without it, he will not work. The neglect 
or contempt of this very obvious truth by Jhe British Parlia- 
ment, during the latter j>art of the eighteenth and the early 
part of the nineteenth century, brought the working classes 
of the kingdom aJ,most to the verge of ruin, created a vast 
body of hopeless and hereditary pauperism, and en^gendered 
vices in the industrial systc^m which have been productive of 
^jvil down to the present day. 

447. Establishment of the English Pj-nper System.— 

By statute of the 27111 year of Henry VIIL, the giving of 
alms was prohibited, and collections for the impotent poor 
were required to be made in each j)ariBh. By 1st Edward VI., 
bishops were authorized^ to proceed at law against persons 
who* should refuse to contribute for this purpose, or should 
dissuade others from contributing. By 5th Elizabeth, 
Justices of the Peace were made jiplges of what constituted a 
reasonable contribution. By 14th Elizabeth, regular com- , 
pulsory contributions were exacted. But' the act of ^’Sd 
Elizabeth created the permanent pavper system of England. 

The kicreasing necessity for legal provisions for the poor, 
during the period covered by this recital, is attributed by 
judicious ‘writers, first, to the destruction of the abbeys and 
monasteries, which had, in earlier times, disbursed vast rev- 
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enues in charity ; and, secondly, to th« effects of the flood of 
new silver from the mihes of Spai^ish America, which, by 
rapii^ly ’raising prices and thus ^ reducing the purchaiuing 
power of fixed incomes, had’dhused large numbers lo be 
thrown orft of employment. 

By the act of 43d Elizabeth, every person in the kingdom 
was given a legal right to public relief, if required; but volun- 
tary pauperism whs severely dealt with, and the <ible-bodied 
were compelled to work. At first, the body of inhabitants 
were to be taxed for the objects of tliis statute ; but subse- 
quent legislation threw the burden entirely upon the landowners, 
where it remains to this day, with the exceptfo?^ that partial 
grants are* now made out of the Imperial revalues to im^*t 
the charges of maintaining certain classes of ]>aupers, suf*h as 
the insane. 

448. Removal of the Workhouse Test.^Thc princitfle of 
requiring the able-bodied iioor to work c,ontinucd for genera- 
tions to be fundamental in the English pauper system ; and 
for the better enforcement of this requisition parishes qr unions 
of parishes were, by an act of 9th George I., authorized to build 
workhouses, residence in which might be made a condition of 
relief, IVforeovel-, from the days of Elizabeth to that of Giiorge 
III., the spirit which ac-tuated the administration of the ])Oor^ 
laws was jealous and severe. Doubtless in that administration 
unnecessary harshness was sometimes practiced ; b’’t, on tlie 
whole, the effect on the workijig classics was wholesome, for ii 
was made undesirable to become a paujier. 

On the accesj^on of George III., a <\ifferent theory came to 
direct legislation relating to poo^ relief, and a widely differ- 
ent temper of administration began to prevail. Six successive 
acts, passed in the first years of that reign, intimated the 
changed spirit in which jiauperism was thereafter to be dealt 
wit^. In the 22n;^ year of George III., the act known as Gil- 
bert’s act gave a fuller ej^ession to this spirit. By that act 
the work^iouse was no longer to be used as a test of vo^lintary 
pauperism : the 29th section provided* that ‘‘no person shall be 
sent to such poor-house except such as are become indigent by 
old age, sickness or infirmities, and are unable to acquire a 
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maintenance by their Ubor ; except such orphan children as 
shall be sent thither by order of the 'guardian or guardians 
of the poor, with the approbation of the visitor, and except 
such children as shali necessavily go with their mothers thither 
foi* sustenance.” 

With respect to the nest of the poor, the act by its 3 2d sec- 
tion provided “ That where there shall be in any parish, town- 
ship or placf?, any poor person or persons, who shall be able 
and willing to work but who can not get employment, the 
guardian of the poor of such parish, etc., on application made 
to him by or on behalf of such poor person, is required to . 
agree for the labor of such poor ‘person or persons at any work 
or^employment suited to his or her strcuigth and capacity, in 
any parish or place near the place of his or her residence, and 
to maintain, or cause such })erson or ppsons to be properly 
maintained, lodged and provided for, until such employment 
shall be procured, and during the time of such work, and to 
receive tlie money to be earned by such work orlaboi\ and apply 
it in such maintenance as far as the same will go, and make 
up the deficiency^ if any P 

By the repeal of the workhouse test, and by the additional 
most injudicious j)rovision which we have placed in italics, 
a deadly blow was struck at the manhood and industrial self- 
sufficiency of the Avorking classes of England. 

449. “The act,” spys Sir George Nicholls, in his History of 
the English Poor Law, ‘Sappe^rs to assume that there can 
neverbealack of profitable employment, and it makes the 
guardian of the parish jyiswerable for finding ij near the labor- 
er’s ;Own residence, where, if iV existed at all, the laborer might 
surely, by due diligence, find it himself. But Avhy, it may be 
asked, shoiild he use such diligence when the guardian is bound 
to find it for him, and take the whole responsibility of bargain- 
ing for wages and making up to him all deficiency ? is 
certain of employment. He is c‘v*y,tain of receiving, either 
from parish Or his employer, sufficient for the maintenance 
of himself and his family ; and if he earns a surplus, he is cer- 
tain of its '■being paid over to him. There may be uncertainty 
with others, and in other occupations. The farmer, the lawyer, 
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the merchant, the mairtif acturer, however industrious and ohser. 
vant, may labor under uncertainties \n their several callings ; 
not SQ tfie laborer. He bears, as it were, a cliarmed life in this 
respect, and is made secure, and' that, too, without the ext?rcise 
of care or forethought. Could a more certain way be devised 
for lowering character, destroying self»reliance, and discour- 
aging, if not absolutely preventing, improvement ? ” 

460. TheLogidal Outcome.— By 1832 the false rfiiid vicious 
principle on which Gilbert’s act was based had been earned 
logically out to its limits in almost universal paupcTism. The 
condition of the person who threw himself flat upon public 
charity was better than that of the laborer wAo^sti’uggled on 
to preserve his manhood in self-su])port. The comniissione|8 
appointed in that year to investigate the w’orkings of the poor 
law, found that, where the independent laborer was able to 
earn by his week’s w^orkbut 122 ounces of solid food, the*pau- 
per had 151 ounces given him in idleness. The former had 
only to abandon his cifort to provide for himself, to be better 
provided for than was possible through his own exertions. 
The dron$ was better clothed, better lodgecj and better fed 

than the worker. 

*. . . 

All the incidents of this bad system were unnecessarily bad. 
The allowance for each additional child was so much out of 
proportion to the allowance for adults, that the more numer- 
ous a man’s children the better his condition, and thus the 

I ^ ' 

rapid increase of an already pj^uperized population was encom- 
aged. Moreover, the allowance in the case of illegitimate chil- 
dren was even greater than for thosej^orn in wedlock. The 
British Parliament had turned its’elf into a society for the pro- 
motion of vice. “ The English law said Commissioner Cow- 
ell, in his report, “ has abolished female chastity.” “ In many 
j'ural districts,” writes Miss Martineau in her History of the 
Pe%ce, “ it was sq^-rcelj^ possible to meet a young woman who 
was respectable, so temptihg was the parish allowance* for 
infants in a time of great pressure.” “ H maj salely be 
afiirmed,” said the Poor Law Commissioners of 1831, ^‘that 
the virtue of female chastity does not exist among lihe lower 
orders of England, except to a certain degree among domestic 
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servants, who know that they hold theii' situations by that 
tenure and are more prudent in consequence.” 

Such may be this effects of foolish laws. The legisla- 

TOE ]&AY THINK IT HARD TIIaY HIS POWER FOR GOOD IS SO 
Cl6sELY RESTRICTED ; BUT UK HAS NO REASON TO COMPLAIN 
OF ANY LIMITS UPON IKS POWER FOR EVIL. On THE CON* 
TRARY, IT WOULD SEEM THAT THERE IS NO RACE OF MEN, WHOM 
A FEW LA7VS RESPECTING INDUSTRY, TRADE AND FINANCE, 
PASSED BY COUNTRY SQUIRES OR LABOR DEMAGOGUES, IN 
DEFIANCE OF ECONOMIC PRINCIPLES, COULD NOT IN HALF A 
GENERATION TRANSFORM INTO BEASTS. 

461. PoorLatir Reform.— We*^ have seen what a system the 
English squirearchy substituted for the economic law that he 
that would eat must work. The natural effects of this system 
were wrought speedily and effectually. The disposition to 
labor«was cut up by the roots ; all restraints upon increase of 
population disapi)eared under a ])remium iq)on births ; self- 
respect and social decency vanished before a money-premium 
on bastardy. The amount expend(‘d in the relief and main- 
tenance of the poor rose to enormous and even ruinous sums. 
In some instances landowners relinquished their estates in 
order to escape the monstrous rates levied upon them, in su])- 
port of local })aupers. 

In this exigency, which, in truth, constituted one of the 
gravest crises of English history, Parliament, by the Poor 
Law Amendment Act (4th and 5th, William IV.) returned 
to the principle of the act of Elizabeth. The workhouse test 
was restored ; allowances in aid of wages were abolished ; paid 
overseers were appointed, and a central system was created 
for the due supervision of the system. Illegitimacy was dis- 
couraged Ky punishing the father, instead of rewarding the 
mother ; and the law of pauper settlement* was modified so as 
to facilitate the migration of laborers in search of employ- 
ment. 

C * 

* The law of parochial settlement was enacted in the reign of Charles 
II. While ^other restrictions upon the movements of population grad- 
ually gave way, during the two centuries following, before the expan- 
sion of industrial enterprise and the liberalizing tendencies of modera 
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By this great legislative reform the •burden of pau})cri8m, 
in spite of the continuing effects of the old evil system, was 
reduqpd in three years, by an average amoViut, the kingdom 
over, of forty-five per cent. * 

452. Th6 Principle that Should Govern Poor Relief.— 
The moral of this episode in the industrial history of England 
is easily drawn. It js of the highest consequence that 
pauperism shall not be made inviting ; that, on tbi‘ contrary, 
the laborer shall be stimulated to the utmost possible exertions 
to achieve self-support, only accepting relief as an alternative 
to actual starvation. It is not, to this end, necessary that any 
brutality of admijiistration shall deter the wortjiy poor who 
have no other recourse ; but, it sliould be the pi'inie object tf 
legislation to make the situation of the ]>auper less agreeable 
than that of the independent laborer, and that, by no dl 
interval. The workl\ouse test for all the able-bodied foor, 
and genuine hard ^ work, up to tl)e limit ol strength, are 
imj)eratively demanded by the interests of prodintlve labor. 
Wherever there is a ))ossible (‘hoice between self-supjv)rt and 
public suj/port, the inclination to labor for (yie’s own subsis- 
tence shoiUd be quickened by something of a penalty upon 
the pauper coiidiiion, though not in the way of cruelty or 
positive privation. “All,” says Mr. Geo. W. Hastings, “who 
have administered the Poor Law must know the fatal readi- 
ness w'ith which thpse hovering on the brink of yaupei'ism 
believe that they can not earn, a living, and the marvelous 
way in which, if the test be firmly applied, the means of sub:^ 
sistence will be fpund somehow.” 


thought, the mischievous tendencies of iht* Law of ScttlemenlVere given 
a wider scope and an increased severity, from reign 10 reign. Migration 
adthin the Kingdom wtis practically prohibited. If the laborer, in search 
of employment crosse} the boundarit^s of that one of the fifteen thou- 
sand parishes of England in wipch he Ixdonged, he was liable to be ailpre- 
hended and* returned to the place of his settlement. Pkrish offleors were 
perpetually incited by the fears of the rate payers ir» the utfnost zeal in 
hunting down and running out all possible claimants for public charity, 
on whom, if unmolested, residence would confer a right to support. 
“ Where,” says Prof. Rogers, ‘*an employer wished to engage a servant 
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V. 

THE DQCTRTNlfe <0® THE WAGE-FUND. 

463. The Doctrine Stated. — In o])ening the subject of 
Wages, I passed by without discussion the once generally 
received doc.trine — generally received,, that is, in England and 
America — of a fund set apart for the })ayment of wages, and 
pr()ceed(‘d at once to state alPrmatively the views I hold 
regarding the laborer’s sliare in the product of industry. 

Inasmuch, h<|wever, as the student will find this doctrine 
cxjdicitly taUght in the great majority of all the systematic 
tieatises on the shelves of our libraries, it seems important 
that it should be dealt with criticall}^ , 

TJie doctrine of a Wage-Fund is, in substance, as follows ; 
There is, in any country, at any time, an amount of wealth 
set apart by economic forces for the payment of wages. The 
ratio between the aggregate capital and the portion thus 
devoted to the })ayment of wages, is not necessarily the same 
in different counfories at the same time, or in the same country 
at different times. That ratio may vary with the conditions 
of industry and the habits of the ])eople ; but at any given 
time, the amount of the wage-fund, under the conditions exist- 
ing, is determined in the amount of capital.* Were the 
amount of that capital greater, the wage-fund wouhl be 
greater, and greater in precisely the same proportion. Were 
-the amount of that capital smaller, the wage-fund would be 
smaller, and smaller iii precisely the same proportion. 

from a foreign parisli, he was not jiermitUid to do so unless he entered 
into a recognizance, often to a considci;al)lc amount, to the effect that the 
new-comer should not ohtiiin a settlement, else the bond to be good against 
the employer. Parochial registers are full of such acknowledgments.” 

X i ^ 

There is supposed to be, at an^ ^given instant, a sum of wealth 
whichvis unconcKtionally d(woted to the payment of wag^s of labor 
This sum is^not regarded as unalterable, for it is augmented by saving 
and increiises witji the progress of wealth ; but it is reasoned upon as, 
at any given moment, a predetermined amount.”—/. 8, Mill : ^The Fort 
nightly. May, 18C9. « 
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The wage-fund, tlK»rcfore, may be graatcr or less at another 
time ; but at the time taReii, it is definite. The amount of it 
can not be increased by force of la^sr, or of *1)111)110 opinion, or 
through sympathy and compasslofi on the •part of employers, 
or as the ri^sult of appeals or efforts on the part of the work- 
ing classes.* * 

The sum so destined to the payment of wages is distributed 
by competition. If one obtains more, another mut#t, for that 
reason, receive less, 6r be kejit out of emjiloymciit. Laborers 
are paid out of this sum, and out of this alone. The whole of 
it is distributed without loss, and tlu‘ average amount received 
by each laborer is, therefore, determined precisely bj^ the ratio 
existing between the wage-fund and the number of laborer!*, 
or, as some writers have preferred to call it, between capital 
and pop Illation, f 

The wage-fund, at Jjny given time, being thus determined, 
the rate of wages will be according to the nuinoer of persons 
then applying for omi)loyment.| If these be more, wages 
will be low ; if thos(‘ be fewer, wages will be high. „ 

It thus Appears that the wage-fund— -the aggregate amount 

* Tliat which pa};s for labor in ov(‘ry country is a certain i)ortion of 
actually accumulated capital, wliicli can not bo im ivasc'd by llie ])r()pose(i 
action of government, nor by tlic intlucnce cf i)ablic ()})inioii, nor bj^ 
combinations among the workm(!ii themselves. There is, also, in every 
country, a certain number of laborers, and this nv/iiber can not be dimii> 
ished by the proposed action of g()\ ernmciit, nor by public opinion, nor 
by combinations among tlieinselv(‘s.* Then* is to b(5 a division now, 
among all these laborers, of the portion of capital oetnally tlu‘reprf*sent/"^ 
— Pivf. A. L. Pcrrn, Pol. Econ. In the hitler editions of his treatise, 
Prof. Perry modifies his statement. ^ • 

f “ Tlio circulating capital of a country is its wago-fund. , Tlcnce, if 
we desire to calculate the average money wages received by eac h laborer, 
we have simply to divide the amount of this etipital by thcj Tmml>er of 
tile laboring populatioy.”—P;Y/. 11. Fawcett: The Economic Position of 
tlie ftritish Laborer. • » ^ , 

t'‘More#than that amount* (the wage-fund), it ds assume^! , tlio 
wages-readving chuss emn not possibly divide among thenn ; ^ihat amount, 
and no less, they am not but obtain: so that, flic sum tc) be divided being 
fixed, the wages of each depend solely on the divisor, tho number of pan 
ticipants.— /, S. Mill: The Fortnightly. May, 1869, 
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to be distributed as wfiges— is, at anjyr given time, irrespective 
alike of the number and«of the industrial quality of the wages 
class. The average rate of wages is determined exclusively 
by a comparison of'the amount of that fund with the number 
of that class. The industrial quality of the laborers has 
nothing to do, at the time, with their wages. 

464. The Doctrine Examined.— WJiat shall we say of this 
doctrine of a Wage-Fund? Several objections may be urged 
against it, any one of which wopld be fatal. 

First. The doctrine assumes that wages are always and 
necessarily paid out of capital, the results of ])ast accumula- 
tion. As at matter of fact, wages in England, where this 
theory of wages originated, were, at one time, early in the 
century, paid, financially speaking, out of capital generally, 
if not universally. That condition of things has continued 
to tlie present time. * 

Why was this? Was it of the essence ^of the matter, or an 
accident? 

I answer, wages were advanced by capital in England, 
because capital had there been accumulated to so great extent 
that employers wi're able to lay down the whole of the wages 
to be paid as soon as the service was rendered, even before 
^the products were harvested or marketed, while, at the same 
time, wages were and had been so low thqt the laborers had 
been able to save little or nothing out of. their earnings in the 
past, and were consequently obliged to look to their 
^employers for subsistence, almost from the moment they 
began to work. * < 

d^ut during the saipe period a very different relation between 
laborer gjid employer, as regarded the payment of wages, 
existed in the United States. IJm})loyers were paying their 
laborers by the year, giving them their wages, in full, on]* 
when the crops were harvested or the, goods marketed, mtking 
meanwhile such advances as their mieans allowed, qr as were 
requiVed Ijy the varying w\ants of their workmen, no small 
part of whom had save'd enough out of the liberal earnings of 
former years" to support themselves and their families until 
the year’s wages should be paid. * 
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In other words, the in(Justrial condidoiis were more favor- 
able to tjic payment of wages in the United States, while in 
England the financial conditions^ were more favorable. ^ But^ 
it is the injlustrial conditions which determine the amount pf 
wages, the necessaries, comforts and luxuries which the 
laborer receives for his services. The financial* conditions 
only determine thp manner and time of ]>ayment, whether at. 
once or on a future day, wdietlier in money or in ifoods. 

456. Wages may be advanped out of Capital, but are paid 
out of the Product.— But even if, in fact, all wages were Laid, 
down by tlu* eniploycu’ as soon as services were rendcredt^ 
before the^ crops were harvested or the good:* marketed, it 
would not follow that the (‘xistence of capital furnished tlfe 
reason for tlie (‘inployment of labor, or that the amount of 
that ca})ital furnished the measure of the wages to be pal .. 

An employer pays wages to purchase labor, not to expend 
a fund of which hp may be in possession. He purchases 
labor, not because he wishes to keej) It emjdoyed, but as a 
means to the production of wealth. ITe produces wealth, not 
for the sake of producing it, but v/ith a view to a profit to 
himself, iri,dividually, in that production. 

If a person have W(‘alth, that, of itself, (‘institutes no 
reason why he should experld any portion of it on labor, 
machinery, or on rpaterials. It is only as he sees that he can 
increase that wealth.through produc.tion, t^iat the i.iijnilse to 
employ it in those directions is. felt. But for the profits by 
wliicjh he hopes thus to increase his store, it would be alike* 
easier and safer ^or him to keep his wt^lth at rest than to put 
it in motion for the benefit of others. Tjie mere fact that the 
employer has capital at his command, no more eongtitutes e 
reason why he should use it Jn prodin^tion, when he can get 
profits, than the fact that the laborer has arms and legs 
consslitutes a reaso^ why he should work when he can get no 
wages. , ^ ’ 

We repeat : the employer purchases labor wdth ^ Tiew to 
the product of labor. The kind and amount o/ that product 
determiije what wages he can afford to pay. He must, in the 
long run, pay less than that^roduct, less by a igum which is to 
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constitute liis own prdfits. If the product is to be greater, he 
can afford to pay more ;"if it is to be smaller, he muf^t, for his 
own ^interest, pay less. 

«It is, then, for the sake of future production that the labor- 
ers are employed, not at all because the emj)loyer has posses- 
sion of a fund which lie must disburse. It is the value of 

THE PRODUCT, SUCH AS IT IS LlKEiUY TO PROVE, WHICH 
DETERMINES THE AMOUNT OP THE WAGES THAT CAN RE PAID. 

Thus, it is production, not capital, which furnishes the motive 
for employment and the measure of wages. 

In saying thqt production furnislies the measure of wages, 
it is, of course, not to be understood that wages, equal the 
jA^oduct of industry. The advocate of the wage-fund asserts 
that capital furnishes the measure of wages, meaning that the 
amount to be jiaid in wages is some part of the aggregate 
capital of the country, the ratio between the two varying 
from time to time, indeed, but being, for 4 ^ny given moment, 
fixed by the existing conditions of industry. So I say, ])ro- 
duction furnishes the measure of wages, meaning tliat the 
amount to be paid in wages is some part of the product of 
industry, the ratio lietM^een the two varying, probably, from 
time to time, from causes innumerable, but being, for any 
♦•^^iven moment, fixed by existing conditions. 

456. No Wage-Fund Irrespective of the Industrial 
Quality of the Laborers. —But if produc'tion furnishes the 
measure of wages, the amount ‘SO to be paid can not be iri*e- 
;5pective of the industrial quality of the laboring class. If we 
assume that upon a cultivated island are took and carts and 
anitnals for draught, /ind other forms of capital adequate for 
a thousaivi laborers, the production will vary witliin a very 
wide range according to the industrial quality of the laborers 
using that capital. If we suppose them to be East •Indianiif 
we shall have a certain annual pi;odud^, ; if we suj^ose 
Russian peasants to be substituted «f or East IndianSj we shall 
have \wic^ or three times that product ; if we suppose 
Englishmen to be substituted for Russians, we shall have the 
product again multiplied two or three fold. An Englishman 
will do from three to thirty times* as much work in a day as a 



WAGES paid out op PROFIT 3^9 ^ 

Bengalee, according tfe the nature of the work ina\es smaller 
or larger demands upon the skill and* strength of the laborer. 

By tlip wage-fund theory, the rate qf wages*would remain the 
same through these changes, ’iAasmuch* as the aggregate 
‘capital of the Island and the number of laborers in the market 
would be unchanged, the only diffcren(K3 being found in the 
substitution of more ^efficient for less efficient laborers 
According to the* view here advanced, on the coutrary, tlie 
s.mount to be paid in wages should and would rise with the 
increased production due to the higher industrial quality of 
the laboring population. Wliether it would rise in exact 
proportion thereto is not the question we are no\j considering. 

457. No Wage-Fund Irrespective of the Number 9 ! 
Laborers— But, further, if production furnishes the measure 
of wages, the amount to be so paid cannot be irrespective of 
the numbers of the laboring class. 

By the wage-fund theory, the amount that and will bo 
paid in wages is a predetermined dividend, the number of la- 
borers being the divisor, and the average wages the quotient. 
Just in pioportion as the number of laborers is diminished will 
the average wages bo raised ; just in proportion as the number 
of laborers is increased, will the average wages bo lowered. 

There is no use,^’ writes *one of the expositors of this doc- 
trine, ‘Mn arguing against any one of the four fundamental 
rules of arithmetic. The question of wjiges is a question of 
division. It is complained tiiat the quotient is too small. 
Well, then, how many ways are there to make a quotient 
larger ? Two ways. Enlarge your dividend, the divib»^i' re- 
maining the same, and the quotient will be larger; lessen y*our 
divisor, the dividend remaining the same, and the quotient 
will ^bo larger.” 

This theory, that the number of laborers constitutes the di- 
vis(Y of a predetermined dividend, is manifestly erroneous, be- 
cause it leaves out of account the influence upon production 
of the condition of Diminishing Returns, or ttfe reveg^ in ag- 
riculture, as well as the mechanical affects of the' division of 
labor. 

Let us, first, suppose th^t the island occupied by the body 
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of one thousand laborei's before ref erred ♦to, contains a gi*eat 
breadth of choice arable l^nd, of whicfh the laborers have been 
hitherto able to cliltivato but a small portion. If, now, the 
numUer of laborers«bc increased twenty per cent, with a cor- 
responding increase of capital, production will be more than 
proportionally increased (see par. 50), through the effect of 
the division of labor and the union of forces in production. 
Here, again, we find the wage-fund theory at fault. So great 
is the virtue of this cause that an increase of laborers—before 
the condition of diminishing returns is reached— might be fol- 
lowed by an increase of production even in the lack of a pro- 
portional incrgaJe of capital, or indeed, of any increase at all. 

^4:58, But now let us take the condition of dimiriishing re- 
turns in agriculture, that state where, if anywhere, it might 
be supposed the wage-fund theory would hold good. In such 
a cohdition, the soil, as we have seen (^par. 51), fails to re- 
spond adequately to new applications of labor ; the product 
falls off, not absolutely, but relatively ; and, thus, while the 
aggregate crops are larger through the incoming of new la- 
borers, the actua]^ amount falling to each laborer is diminished. 
Wages fall. But does this happen in accordance with the eco- 
nomic doctrine we are considering ? No ; 'per capita wages 
^fall, because per capita production is diminished, although 
often this is coincident with an actual increase of capital. 

It would be brutaj to inflict further blows upon a body so 
exanimate as the theory of the Wage-FunS. The natural and 
the literary history of this doctrine will be found at length in 
an article in the North American Review, for January, 1875. 


VI. 

THE MULTIPLE OR TABULAR STA^^DARD OF DEFEJ^Ejlf 
PAYMEN^g. 

459. We saw (par. ISl) that, with a view to avoiding the 
fluctuati6n8 tp ’which even the precious metals are subject, 
through long periods of time, it h^s been proposed by writers 
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of eminence to create? a multiple or tab^alar standard of value. 
This is to be done by joining togetLyL*r a number of articles, of 
impojtahce in the economy of daily^life, in iflich a way that the 
fluctuations of value in the sev5rM constituent articles ‘shall 
largely neutralize each other. 

460 . The details of the scheme prcij:)Osed by these writers 
may be stated as follows. A number of articles in general use, 
corn, beef, potatoes, wool, cotton, silk, tea, sugar, cre^ee, indigo, 
timber, iron, coal, and others, shall be taken, in a definite 
quantity of each, so many pounds or biisluils or cords or yards, 
to form the standard required. Tht‘ value of these articles, 
in the quantities specified and'all of standard ^qjjality, shall be 
ascertained monthly or weekly by governnu nl, and the toi^al 
sum which would at the time purchase this bill of goods sliall 
be, thereupon, ofiiciady ])romulgated. Persons may the^ , if 
they choose, make thtdr contracts for future payments in fenns 
of this multiple or tabular standard. 

For example, suppose I sell a hou^e to-day, the vahu* of 
which, as agreed U])on between myself and the puri^Jiaser, is 
$20,000, (tne-half to be })aid down at the tijne, two-tenths to 
be paid in two years, three-tenths in five years, with interest 
on the last two siiins. One-half of the purchase money, being 
payable at once, is j)aid iif money, $10,000 in gold or banl^ 
notes. For the rest, the purchaser and I look at the last })ub- 
lished statement of the government commissioner, a’ul find tl»e 
value of a unit of the tabular standard to be $12.50 ; that is, 
$12.50 will now purchase the ])ill of goods which form tlie 
standard. Tlie purchaser then giv<*8 line two not(*s, one for 
320 units of the tabular standard* paya])le in two years, and 
one for 480 units, payable in five vears, with interest at six 
per cent., per annum, meanwhile. At the end of the first year, 
the two parties interested look in the official gazette, and find 
the^alue of the unit at the time to be $12.75. There is then 
to be paid one year’s interpH on each note, amounting, 11 / the 
case of tfie first note, to 19.2 units, which olhigatiqjj^is dis- 
charged by the payment of $244.80 in current money ; and, 
in the case of the second note, to 28.8 units, which dbligation 
is discharged by the payment of $367.20. 
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At the end of the second year the value of a unit of the 
tabular standard might b^ ascertained to be $13, or $12.25 ; 
in the latter case tlfe interest on the first note is discharged 
by the* payment of $835.20, aUd that on the second note by 
the payment of $352.80. If, however, the value 6f a unit 
has been ascertained to«'be $13, the interest on the first note 
will be $249.00, and that on the second note $374.40. 

But the j)dncipal of the first note, 320 units, is now to be 
paid. A similar computation shows that, if the value of the 
tabular standard is $12.25. the maker of the note must pay 
$3,920 to discharge his obligation ; if the value of the unit be 
$13, he must p^iy $4,160. 

(L01. What has been Effected? — Now, without waiting for 
the maturity of the second note, let us see what the use of 
the tabular standard has thus far eflFected. When I sold my 
liouseV two years before, I gave the purchaser two years’ credit 
for two-tenths of the i)ricc. Had I taken the money at the 
time, it would have bought me so many pounds of beef, so many 
bushels of (;orn, so much iron, coal, etc. Now, at the end of 
the second year, 'wdiat I receive as the stipulated tWo-tenths 
payment for the house will bring me precisely the same amount 
of beef, corn, iron, coal, etc. Meanwhile the^debtor has paid 
every year, as interest, enough Ho enable me to purchase 
«ix parts in a hundred of this entire list of commodities. The. 
purchaser has had th^* advantage of obtaining credit, to that 
extent, but has derived no unearned benefit from the delay of 
payment ; and, on the other hand, has been protected from 
any loss through that source. 

4Q2. It is to be observed Vegarding the proposed tabular 
standard, first, that it* is not obligatory upon any one to use 
it. ‘Persons buying and selling still make their contracts in 
terms of money if they please. The government merely^ 
affords them the opportunity to make their contracts payaible 
in uAits of the tabular standard, if ^t be worth their while to 
do so. ♦ Secondly, the only machinery required for the opera- 
tion of this system would be a commission to ascertain the 
current prices of 'the articles on the official list and to publish 
the same. No new method of accounting would be intro- 
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duced. Interest and principal could be®computed as easily as 
under the present system. The courts would enforce the obli- 
gation of contracts on precisely 4;he same principles when 
•expressed in units of the tabular standard ,* as when expresB<^d 
in dollars or pounds sterling. Thirdly, no new medium of 
exchange would be introduced. The Creditor wduld not be 
obliged to receive,^ at the maturity of the note, so many cart- 
loads of vegetable, animal and mineral products, tcf be hawked 
about for sale. The payment, at the maturity of the obliga- 
tion, would be made in money. The only effect of the intro- 
duction of the tabular standard would be to dtjcide how much 
money atjthat date constituted the e(puvalent,#iii the power 
to purchase the necessaries, comforts. and luxuries of life, of tke 
money which would l^avc been])aid had the sale been for cash. 
In short, it is a meansi of giving and taking credit witl u ;t 
receiving an unearned advantage or suffering an undeserved 
injury through fluctuations in the value of money. 

463. Is it Practicable? — Such being the contem})lated 
advantages of the system of a tabular or multiple standard, 
the question whether the use made of the syst em, if established, 
would be* worthy the small degree of effort necessary to 
establish it, is a question which could only be answered after 
trial. The mere fact that the scheme is sound and 
advantages of its, adoption unquestionable, would not of 
itself be sufficient to secure any considerable aj)pl! cation of 
this standard to the actual .operations of trade. It took 
hundreds of years for the Arabic figures to drive the^ 
abominably clumsy Roman figuijjs oift of the counting rooms 
of great merchants and bankers. The ^low progress of •the 
metric system, even in this age of innovations and, of quick 
, communication, affords a rjeasure of the difficulty of sup- 
;ilanting one habit of trade by another, however mugj^ supe- 
rior.* 

The practical limits of this system, were it ^o be once intro- 
duced and tried, are fairly a matter of doubt. Pro^p^evons 
deemed it practicable to extend this mode of determining the 
claim of the creditor, the obligation of the debtor, to ordi- 
nary commercial paper having three months ,or more to run. 
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I do not myself appreiiend that- the system would trench, in 
any considerable degree^i on the fiefd of so-called commerce* 
The merchant, buying every day and selling every day, giv- 
ing notes with one hand and taking them with the other, may 
fairly look to see his losses, through fluctuations, in the pur- 
chase j)ower of money*' offset by his gains through the same 
source ; or, in a worse result, he is in, a position, by greater 
energy and economy, to make good liis cajntal. It is essen- 
tial, or at least highly important to the conduct of business, 
in the modern organization of industrial society, that the mer- 
cliant or manufacturer shall be able to tell just where he 
stands, at any^time ; to strike ah exact balance between assets 
aud liabilities. But this would not be possible with the tabu- 
lar standard. A note for 400 units, j)ayable in September, 
might not offset a note for 400 units rep(‘ivable in August or 
October. The difference might be sm 4 ll ; it might also be 
large. It would thus be impracticable for the man of business 
to cast up, at a moment, the results of any given transaction, 
or ascerfain precisely his own standing. By the very descrip- 
tion of the systei^, every note givc'ii or taken woultl have to 
be liquidated. ^ 

Commerce will not toh^rate any such obstruction ; and the 
«Kcheme, so far as this a])plicjition *i8 c,oncern(‘d, may be dis- 
missed at once. Commerce will do the best it can with the 
use of money and t)f credit expressed i\\ t(Tms of money. 
Nothing is more characteristic ,of the comm(‘r(rial spirit than 
the disposition to take the evil with the good, roughly to 
strike the average of gain and loss, ))romptly to charge-off 
bad 'debts, always looking on towards the future, never regret- 
ting the pj^st. This spirit leads, doubtless, into many errors, 
buCit is the i^ery life of commereq. 

4(34. For what cLasses of contracts, then, might the multiple^ 
tender be advantageously employed?^ J f 

Certainly the need of such a staiidard of deferred p/iyments 
is mosf •krperative in the case of those who are not in the 
way of repairing any losSes they may suffer through fluctua- 
tions in t’lie value of money ; upon whom the full effects of 
depreciation fall directly and remain without relief. And 
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while the advantages of such safeguards upon the value of 

debts here rise to their hiaximura, the obstruction sinks here 

to a midimum. In permanent in^estmenfti of j)roperty not 

the least inconvenience will be eilcounteiv^d bv the schenie of 

* » 

a multiple* tender, which miglit be extended to the; cases of all 
who liave definitively retired from ac>ive life, carrying away 
with them all they will ever have to supj)ort old age and 
provide for tlieiV children ; to the cases of t^’ustees aTid 
guardians, under a solemn rcsj)onsil)ility in the care of estates, 
where loss is more to be dreaded than gain to be desired ; to 
the cases of institutions whos(‘ funds are sequ(\‘<tered from the 
stock of active capital, for pious and charitaljie uses. Tin' 
funds of savings banks might be ])ut under the same saji^- 
guard, and government loans might also be issued in terms of 
the multiple tender. 

Yll. 

TBADK UNIONS AND STRIKES. 

466. WJiolly a Practical Question.—It has been shown 
(pars. 348-56) under the title of Disti'ibution, that the question, 
whether any law or institution does or does not pnunote 
freedom of industrial movtmeiit enjoyed by the c.ommunity, 
is a question not to J>e decided a priori. ,CVnsideral!on must 
be had of the actual effects of, such a law or institution, com- 
parison being made not between the state which will result 
therefrom and an ideal state of perfecifc economic*, molulity, but 
between the new condition and tlie condition whicli does cA'ist 
or probably would exist without that law or institution. 

Let us take the case of Trade Unions, so Vailed, which 
Uftdejctajke^ through agreements among tliemselvcs andjjerhaps 
jimqltanepus their employers, to fix M^age^ 

regulate the hours of labo^'aiid control many of the vai^ous 
Retails of in dus try. To the first suggestions *of suiiki^associ- 
ations, the economist promptly and properly objects that all 
combinations in the sphere of economics are opjiosedito compe- 
tition. ) The objection is well taken, and it remains for the' 
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advocate of trade unions to show sufficient cause for thus 
obstructing competition.. ' 

! The economist Turther , alleges that such associafions are 
liable, are even likely, to fall under the control of demagogues, 
who will use their power to bully or harass employe'rs, to make 
unreasonaWe demandi?;, and to precipitate labor contests, in 
which the interests of all classes will be sacrificed to the self 
importance of a few managers. This poiht, again, is well 
taken. That liability, that likelihood, exists, and the advocate 
of trade unions is bouiirl to show no small degree of practical 
benefit resulting from such associations, to offset the mischief 
they are almcjst certain to commit in the ways indicated. 

,<466. On the other hand, the advocate of traUc. .unions 
iilleges that these associations, though in form opposed to 
com})etitioii, and though subject to iiuuiy abuses, do yet, ^ 
certain states of industrial society, assist the laborers as a 
<?lasR to assert their interests in the distribution of the product 
of industry. This claim is not, on the face of it, unreasonable. 

We liave seen (pars. 34;i-5) that com})etition, perfect com- 
petition, affords ^jthe ideal condition for the distril)ution of 
wealth. But as we saw in the case of the audience in a 
theater that had taken fire, the action of men in concert and 
junder discipline, while it can never be wis’er than that of men 
acting coolly and intelligently for themselves, may be far 
wiser than the action of men stricken with 'panic and hurried 
into a senseless, furious rush. Res])ecting trade unions, the 
qiiestion is not, whetlnu- joint a(;tion is superior to the indi- 
vidual action of perso^ys enlightened as to their industrial 
int^u-ests, but whether joint uction may not be better than the 
tumultuous action of a mass, each jjursuing his individual 
interest Vith more or less of ignorance, fear and passion. 

Now, with a body of employe/s, few, ricdi and powerful, 
liaving" a friendly understanding among thems^ves and acjting 
aggressively for the reduction ^of Vages or the extension 
of the iiours of 'work, and, on the other side, a bodj/ of labor- 
ers, numerous, ignorant, poor, mutually distrustful, while each 
feels under a^terrible necessity to secure employment, who 
shall say that such a body of laborers might not be better able 
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to resist the destructive prespre fron\ the employing body, 
if organized and disciplined, with a common purse and 
with mutual obligations enforced by the pu^slic opinion of their 
class ^ 

I said, destructive pressure, for we saw that the pressure of 
competitioiij if it be uiieqi^l, may Iced to the degradation^^f 
;^e laboring class /pars. 345-7), just as the waves over which 
and througli wliich a sliip rides unliarmed, when Jierself fi ec 
to move, become crushing and destructive, let once the shij)V 
bow be jammed between rocks or lodged in the sands. 

407. n. Strikes.— The question of tlie economic influence of 
strikes is a distinct question. ' There liave bedn trades unions 
which seldom or never resorted to strikes. Some of the great- 
est strikes have occurn'd without tlie agency of organized trade 
unions. For myself T entertain no doubt that the early strd. eg 
in England, whicli followed the repeal, in 1824, of the Combi- 
nation acts, were essential to the breaking up of the power of 
custom and fear oVer the minds of the working classes of the 
Kingdom, For (centuries it had been a crime, by statute, for 
workmcuito combine to raise wag(‘s or shorten the liours of 
labor, while masters Tcere hdt perfectly free to com})ine to 
lower wages or lengthen the hours of labor. The beginning 
of the century found the laboring classes of England almost , 
destitute of political franchises, unaccustomed to discussion 
and the free communication of thought, tax-ridden poverty- 
stricken, illiterate. ’ What else than the series of fierce revolts, 
the rebellions of down-trodden labor, which followed liuskis- 
son’s act of 1824, could, in an equal p^iod of time, or, imieed* 
at smaller cost, ^ have taught the employers of EiiglaiuJ to 
respect their laborers, and have taught tfie laborers of England 
'to respect themselves ; could have made the latter equally con-^ 
fideut and self-reliant in pressing home a just demand, or made 
fhe former equilly solicitous to refuse no demand th^f could 
reasonably be conceded ? > 

For,bdit rei^arked, pefifeijt competitiojo,. wbic]i,a|5g?ds the 
only ab solute secu ritxPQSsible for equitable and b^limficial dis*- 
tnbutiopj^jej^mre each and every man for himself .shall 
unrem Htingly seek and unfailingly find his best market. If 
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for any reason, whether from physical 'obstruction or legal 
inhibition, or from his own poverty^ or weakness of^ will or 
ignorance, or throi/Jjh distrust of his fellows oj a habif of sub- 
mission to his empl(/ycr or his 'social superiors, any man fails, 
in fact, to reject the lower price and to seize the higher price, 
the rule of com]>etitioiK is violated ; all imniunity from deep 
and permanent etjonomic injury is lost; the man may be crushed 
in his s})irit; in his health, in his habits of life, and may thus 
sink filially and hopelessly to a lower industrial grade. The 
liistory of mankind is full of examples of large popu- 
lations broken down by a competition to which they were 
unequal, until ^tfiey have become pauperized, ]>rutalized and 
diseased beyond the power of any purely economic^'auses to 
raise them upwards and restore them to industrial manhood. 

408. Strikes are the Insurrections of Labor. — In claiming 
that Strikes may, in certain states of industrial society, in their 
ultimate effect really aid tlie laboring classes, let me not be 
misunderstood. To strikes I assign the same function in indus- 
try which insurrections liave performed in the sphere of jioli- 
tics. Had it not Jieen for the constant imminence ofi insurrec- 
tion, England would not through several centuries have made 
any progress towards fr(‘edom, or even have maintained its 
, inherited liberties. 

Strikes are the insurrections of labor. They are, wholly, a 
destructive agency. , They have no creative power, no heal- 
ing virtue. Yet, as insurrections have played a most imj)ortant 
|)art in the political elevation of downtrodden people, througL 
the fear they have engcyidered in the minds of oppressors, or 
through the demolition of obt-worn institutions which have 
become first senseless and then })ernicious, so strikes inay 
exert a most powerful and ^alutarj^ influence in breaking up a 
crust of custom which has formed over the remuneration of a 
body of laborers, or in breaking through* (^mbinationp ^xxf 
cniployers * to withstand a legitimate advance of wages. 

1 * “ Masters are always and everywhere in a vsort of tacit, but corLstant 
land uniform, combination not to raise the wages of labor al)ove their 
actual rate .” — Adam Smith. 
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Doubtless even moFe important tliai;j the specific objects 
realized by strikes, has been thepermiyient impression produced 
upon tllfe mind^ and the temper^ of borfi employers and 
employed. Tlie.meii have acqifiied confidence in themselves 
^^nd trust in each other ; the masters have been taught respect 
j for their men, and a reasonable fear of them. d 

Nothing quickens tlie sense of justice and equity like tlie 
oonsciousness that unjust and inequitable deman dji or acts are 
likely to be ])romptly rcssented and strenuously i*esisted. 
I Nothing is so })Otent to clarity the judgment and sober tlie 
i temper, in (piestions of right or wrong, as .to know that a 
‘mistake will lead to a hard and a long fight. ' 

469. What is the Failure of a Strike ?— In or must it l^o 
thought that because strikes often, ])orhaps we might say com- 
monly, fail of their iiiimediate object, they are, there 
nugatory. Many an insurrection has bi‘en put down speoilily, 
perhaps with gi*eat slaughter, which has been followed by 
remission of taxes,' by redress of grievances, by extension of 
charters and francliises. It may be considered doubtful 
whether the successful or the nnsiiccessful insurrections of 
England have done more to advance English liberties. Of 
the rising of the peasantry against Richard II., which was 
suppressed in a few days, Rrof. Tliorold Rogers says ; ‘‘ The 
rebellion was put down, but tlie demands of the villains’*' were 
silently and effectually accorde<l. As thev wei’c masters for a 
week of the position, the dread of another servile war pro- 
moted the liberty of the serf.” Even an unsuccessful strikej 
may make employers more raodeixate, considerate andi 
conciliatory, as they recall the anx'ieti'‘s, the struggles and j^he; 
sacrifices of the conflict. ^ 

* 470. Better fhan Strikes.— Yet, as insurrectivjiis mark off 
the first stages of the movement towards political freedom, so 
strikes belong t^ th-e first stages of the elevation of m^es of 
labor, long abused and deejily debased. Happy is that people, 
and proud may. they be, who can enlarge their f^^>i#chisos 
and perfect their political forms without bloodshed or the 
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threat of violence, the- long debate of reason resulting in the 
; glad consent of all. In like manner, (no body of laborers can 
I get forthemselve^by extreme measures so much of honor and 
\of profit as they will when, through cultivating moderation, 
/good temper and the spirit of equity, they {attain the 
I capability of conducting their probably unavoidable disputes 
1 with the emjfioying class to a successful conclusion without 
i recourse t‘3 the brutal and destructive agency of strikes. 
With political rights such as are enjoyed by all classes in the 
United States, with universal education, free land, the quick 
communication of ideas, the cheap transportation of persons 
and effects, the’ abundant opportunities offered for accumulat- 
ing and investing savings, it is a shame to us, aB a people, 
that we have not yet made for ourselves a better way out of 
our industrial disputes. 

4^1. III. Factory Acts.~We should apply the same tests to 
any existing or projected legislation intended for the relief of 
the laboring classes, ^such as acts restricting the hours of 
labor, providing for the safety of operatives against accidents 
from machinery, directing the sanitary inspection of work- 
shops and factories, prohibiting the employment of children 
of tender age or of ^ornen underground, or in work unsuited 
/o th(iir sex, or immediately before or after confinement^ The 
one question in regard to each such measure is not whether 
its intention is philanthropic- or otherwise ; not even whether 
it does or does not, in form, violate the principle of competi- 
tion ; but whether it does, in effect,* and in the large, the 
long, result, Icaye^jihedilhqring^classes better off. or worse of^ 
afi-to-the ability and disposition to seek and to find. their jt)e^ 
p^i^rkel ; whether, in fact, in the condition of industrial 
society thdn and there existing, it promotes or retards 
competition. 

The I)eginning of the present century found children of 

* J^discusslng these matters, we need, above all thingr, discrimina- 
tion. One hundred modes of government interfereneh might be mentioned 
of whicli fifty might be very desirable and fifty conderanable. In each 
case, as 1 contend, we must look to the peculiar aim, purpose, means anc 
circumstances of the case. ”—Prof. Jewm: The State in Nation to Labor, 
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five, and even of three years 9 f age, in ^England, working in 
factories and brick-yarda ; women forking underground in 
mines, harnessed with mules to carts, drawing heavy loads ; 
found the hours of labor whatever the av.arice of indiv*idual 
mill-owners might exact, were it thirteen, or fourteen or 
fifteen ; found no guards about machinery to prot^^ct life and 
limb ; found the air of the factory fouler than language 
could describe, even could human ears bear to lieaj’ tht‘ story, 
472. English Factory Legislation. —The factory legisla- 
tion of England, the necessity and economic justification of 
which the Duke of Argyll has called (par. 248) one of the 
great discoveries of the century in the science of government, 
began in 1*802, with an act which limited the iiours of lab^r 
in woolen and cotton mills to twelve, exclusive of meal times, 
imposed many sanii.*ry regulations upon the working .nd 
sleeping rooms of o])erative8, required the instructioA of 
children during the first four years of apprenticeshij), and 
provided an official *inspectiou of establishments for the due 
execution of the law. Further legislation was had in 1816 
and 1831 ;• while in 1833 was pn8s«‘d the important aQt known 
as 3d and 4th William IV. (eh. 103), whi(*h forbade night 
work in tlie case’ of all persons under eighteen years, and 
limited the labor of such persons to twelve hours, i]>clusive of 
an hour and a half for meals ; ])rohibited the em]>lo 3 Tnent of 
children under nine years of age — while, between t’ue ages of 
nine and thirteen, the hours of labor were nnluced to eight ; 
prescribed a certain number of half-holidays, and required 
medical certificates of health on the a<imission of children to* 
factories. Numerous acts have enlarged the scoi>e of th^ise 
provisions and extended them to other e*lasses of workshops 
abd factories ; while, with the good faith and thoroughness 
characteristic of English administration of law, a rigid and 
r^ei^iless inspection compels a punctilious compliance'^with 
these provisions ill ever Jr workshop and factory of the kihg- 
Jdom. Tlie principle of the English Factory * acts been 

islowly extended over the greater part ^f Europe. 

473. Economists Oppose Factory Legislation.— Unfortun- 
ately for political economy, Jits professors in the Universities, 
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in Parliament, and ^n tlie press, generally ranged them- 
selves in opposition to this legislation. Acting upon a series 
of arjntrary assumptions which fell far short of the' f^cts of 
Imman nature, the English economists insisted upon attribu- 
ting to the individual initiative of the lal)oref, however 
miserable dhd blind and weak, however overborne by circum- 
stances and bound to his place and Avouk by poverty, ignorance 
and inertia?, all tliat ec'-onomic virtue which belongs to the 
individual initiative of the laborer wlien fully alive to liis own 
interest, alert in seeking the highest price for his services or 
commodities, apd able to move freely to his best market with- 
out hindrance from any source, whether within oi without him- 
8 lflf. They asserted that labor w'as fully com))etent to protect 
itself against abuses, if left free by law. They asserted that 
all restrictions upon industry are obstriv’tivc, failing to sec that; 
whife restriction and regulation are obf^tructive as against an\ 
imagined condition of perfect practical freedom, these may } 
actually increase the ease and readiness of movement in a state j 
where obstructions exist on every hand. They argued that to I 
limit the ppwer ^f the operative to sell his labor niustL.iiLthc 
end, diminish the ])rice he will get ior it, not seeing that, justf 
as a crutch, while it is only a hindrance and a burden to a^ 
«o;\nd man, may kee}> a cripple from falling to the ground, ; 
and may even enable him slowly and fe9bly to w^alk, so al 
restriction upon contracts for labor correspond to an J 
infirmity of the laboring clqsses under certain moral and; 
^physical conditions, in such a way as to give them a greater! 
freedom of movement than they would have witliout it. * 
I said tliat it was unfortunate for j)olitical economy that tlie 
prof cssi opal economists of England 0]»])0sed the factory acts. 
This had the effect to set both lyen of affairs and the masses 
of tliyi,j)eople against political t‘conomy. Thv latter w^ere ality- 
ated by wdiat they deemed either indifference to human srffer- 
ing or subserviency to the interests of capital. The former 
saw liStf fp wrong the pursuit of this so-called science could 
carry intelligent men, dn a practical question. To them this 
seemed to justify the contempt so generally entertained by 
men of affairs for “theorists.” "Rie cause of the trouble was 
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not that the economists wcjre tlieorists, kit that they were bad 
theorists. Their tlicories ‘did not cowr the facts of tlie case 
they l^fid* undertaken to deal with, /rhe economic men* they 
had created for the j)ur|K)ses of their reaseming were no moi;e 
like Englishmen than were the Hbuyhnhnms of Jonathan 
Swift. 

That legislation prohibiting facto. y labor in excess of what 
is compatible with*health and strength, having duc^ respect to 
conditions of age and sex, requiring the observance of sanitary 
principles, and j)rote(‘ting woriving people against abuses as to 
tlie time and form of paying wages* may be i)ractically bene- 
ficial in a high degrt'c, has loiig passed beyond controversy 
among the statesmen of nearly all civilized countries. If 
political economy objects to such legislation, so much the 
worse, as I said before;, for political economy. Ihit I l.o]>e 
there lias b(*en show’ii gufiicieiit reason for holding that nofeuch 
opposition of principle exists ; and that both the largest pro- 
duction and the most e(|uitable distribution of wealth may be 
subserved by legal regulations tvisely conceived to nyet the 
grave and perhaps incurable Inarmitics <4* manufacturing 
})opulation*s. 

* Sec par. 21. 

f Along series of parliamentary battles have been fouglit over the ques* 
tion of Truck, that is/llie payment of w'^ages in commodities instead of 
the money of the realm? By the act of 185t2, tins practice (except in the 
form of giving “ board” as a part i^f Avages) Avas prohibited in respect 
to mining and manufacturing iiklustry geueiuUy. 
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THE KNIGHTS OF LABOE. 

474, Thrfir Relations to Trade Unions — The public mind 
of England and, tliough in a loss degree,, of America, has 
become acc\i8tomed to tlie idea of tlie organization of bodies 
of laborers, for mutual suj>p()rt land for the promotion of their 
common inteiests.j lleglnning fifty or sixty years ago, tlie 
modern trade ivdon lias work(‘d it« way, against a dee]) preju- 
dice on the ])af/t of emjiloyers and of economists, alike, to very 
general acc(‘})tance. 1 believ(‘ it to be true that the best pub- 
licists an<T the most judicious men of business in England con- 
cede that tlie trade unions of the kingdom, whatever errors 
may liave been committed in th(‘ coirrsi' of their develop- 
ment, now fully justify themselv(‘s by <their acts. In the 
United States, 1 have, within the jiast year or two, been 
assured^ by three ])rominent railroad jiresidents that they 
would greatly ])it*fer dealing with the locomotive engineers 
as members of tlu‘ir brotherhood, to dealing, with them indi- 
vidually ; and that they iDelieved the influence of this organi- 
* zail’on to be, over the whole country, good. Generally si)eak- 
ing, how(‘ver, employers among us are less*fully reconciled to 
the existence and activity of trade unions Hh an are emjiloyers 
in England, probably because trade unions, with us, are in a 
,stage which in England was ])assed almost a generation 
ago ; ])erhaps, also, because^such associations' are less needed 
here than tin* re. < 

Within*the past three or four yearsj^a new development in 
the organization of the laboring (4ass has taken place in the 
ITnit'Jkd, States, in the form of a general confederation of trade 
unipns, re-enforced by large numl:^erH «f persons not atta^Ohed 
to anv union, ivider tin* title, Kniglits of Labor. The essen- 
tial objedt pf the new confedeT.ation is to bring to bear upon. 
employei;8, either in strikes or during those discussions, regard- 
ing hours of wbrk, rates of wages, etc., which might be expected 
to result in strikes, a pressure more severe, more unremitting, 
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more far-reaching, tlian any isolated body of laborers or even 
the most formidable trade unions co^ild hope to produce and 
mainliam. By drawing the whole laboring class* of the coun- 
try into one mighty confederation, whose'* tr ade d hslri^t^^^a^jid 
assembl y di stricts, while they j)rovide for the local needs, or 
the characteristic trade recpiirements, (tf their sevt^*al constitu- 
encies, shall yet be subject to the legislation of a general labor 
congress and to the executive authority of a suprc^ne council, 
it is intended to inaugurate a new era in the so-called “ condict 
of labor^and capital.” 

In principle, this organization does not jliffer from the 
smallest trade union. The distinction between^the two is one 
purely of degree. In t)ractical effect, however, the Knigkts 
of Labor, if they shall accomplish as much as one-half thdr 
declared purposes, will produce a veritable revolution in indus- 
try : a change, no longer of degree, but of kind * 

' The difference ^ just here. Up to this time the labor organ- 
izations, the trade unions, have, on the whole, not done more 
than offset the great economic advantage which the, employ- 
ers of lal)or enjoy in the increasing struggh‘%over the product 
of industry. • When I say the labor organizations have not 
done more than this, I do not ov(trlook the fact that they have, 
at times, done a great deal’ which was aside from this; l^ave 
wrought much mi;^chief, in bad bh>od or under the guidance of 
d(*magogues, through acts whi'di were reprehended not less by 
their own wiser members than by the general semse of the 
community. What I mean io say is, that,irrespecti^e of '^uoh 
sporadic acts of, folly, the j)ower^iv(;^i to the working classes 
by their organizations, added to th(‘ ])ovYer which those classes 
.^"ouldhave wielded, if unorganized, has not been ^ore than 
enough to secure the full, attentive and respectful consider- 
ation of their interests and claims. It has not been^enough, 
speaking broadly, I'to oyerbear the master’s rightful authority, 

■ I — - — - — 

* In fact, the Knights of Labor, at their rjaximum, incUxliHl about ten 
per cent, of the laboring population, agricultural or mcclianicAl. Within 
the large factory industries, however, the proportion was very much 
greater, the “ Knights’' having*almost complete control of many trades. 
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^ to interfere with his n(?cessary control of his business, to ren** 
(ler it unsafe for him to undertake contracts, much less to 
transf^jr the initiative in production from him t(V hi» 

. workmen. * 

476. The Laborer must look out for his own Interest.— 

The reader who has cartdully followed tliecoursp of discussion 
ill this treatise will not have failed to {apprehend the opinion 
of the write!, not only that an active and even eager pursuit 
of their own interests by the working classes is a condition of 
tlieir n^aliziiig the utmost economic good that might be 
brouglit to them^ but that it is, not less, for the interest, the 
l)articular, selfisli interest of the* employing class themselves, 
thet they should have to do with men who are acute and alert 
in searc^liing out opportunities for the improvement of their 
own condition, with men who are bojd and persistent in 
follo^dng up every ])ossible advantage^ I believe that the 
industrial republic has as little need as has the political republic,, 
of citizens who have no opinions for themselves as to their rights 
and intevests, but thankfully receive whatever, in the time and 
})lace, may be oift«*ed them. I believe it is eminently for the | 
]U’osperity and growth of the community that each ^nd every 
member, whatever Ins place in the industrial order, should 
•strcugly desire to improve his condition, and should seek to do! 
so by all means which are compatible with^ industrial peace. . 
I have even, under preceding title (Sti-yces), expressed the 
opinion that, on rare occasions agd for manifestly good reasons, 
industrial warfare itself may result in the better adjustment 
of economic relations. ♦ 

470. The Balance of Power between Employers and 
Employed. — The accomplishment of the avowed purposes of 
the Knights df Labor, however, would lead to the complet/ 
subjugation and subjection of the employing class, a result^ 
whicii, in my view, would be fraught with the most miscl^ev- 
ous consequences. Up to this timi^the traefe unions have, in 
general^ K^ought to bear a sufficient pressure to make employ- 
ers carefully considcrate*of the wishes and interests of their 
laborers, anxio;is to avoid all causes of offense, willing to con- 
cede whatever they possibly can. t This is as if; should be. 
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No good comes from 'the exercise of unchecked and irrespon- 
sible power in industry, ahy more than in government. 

On^he other hand, the trade unions, up \o this time, while 
they have been able to make theihselves heard and considered, 
while they have had all the power necessary to cause the 
employer to be desirous and even an^^ous to coifcede every 
reasonable demand, haye yet, in the main, shown a sense of 
responsibility for* the fairness and reasonableness of their 
demands. They have known at the outset, or have learned 
as the result of unsuccessful contests, that there is a limit to 
their power ; tliat, in making excessive and exorbitant claims^ 
they are likely to be beaten ; and that every (li*feat on such 
an issue weakens themselves and strengthens their antagonist's 
for any future contest. In a word, while, under the condi- 
tions Avhich subsisted ijntil Avithin the last three or four }uiiS, 
many e mployers Avere^ by force of temperament, nnreasoifably 
iM'bitrary, and krge b odies of laborers were, on their side, often 
unreasonably exacting^ something approaching an equilibrium 
had been reached betAveen the powers of tlui tAvo ^parties, 
securing hidustrial peace to as great a degre,^^ as might fairly 
be expected under the rightful and desirable ambitiop and 
self-assertion, the fortunately groAving ambition and self- 
assertion, of the Avorking classes. 

477. The Subjugation of the Employer.— On the other 
hand, ^such a confe(]eration of labor as is^ now proposed and 
attempted would utterly destroy the balance of industrial 
power, leaving the employer.only the choice between conced- 
ing any and all demands, however uni^asonable, or ceasing to 
produce. ) And this object is distinctly avowed by the leaders 
in this movement, some of Avhom liave carried thqir scheme 
out to its full logical conse^quences, declaring it* to be their 
purpose to bring about a state of things, in which, while the 
empioyer shall still occupy his formal attitude in production, 
he shall be, in effect, only/the paid, doubtless the well-p*aid, 
^ent of what^ they are pleased to call “ the jjroductive 
classes.” The employer is still to remain the superintendent of 
the industrial operations ;!^he is still to risk his own capital 
and the borrowed capital •for which he has made ‘himself 
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responsible ^ be is still •'to exert bis tecbnical, administrative 
and financial skill in tbe ‘conduct of the business over wbicb 
be is , placed ; be is still *to pxercise authority, so as 
permitted, over tbe personnel of tbe works or factory, f But 
tbe real initiative in ju*oduction is to rest, not with him, 
but with tb*c council or committee or executive officer, not, 
indeed, of bis own laborers, but of tbosorof tbe whole country ; 
be is to engage no one and to discharge no one, without con- 
sent ; others are to decide for hii^i all questions relating to the 
quality of work or the conduct of bis workmen ; .the hours and 
general conditioj\s of labor, tbe rates of wages and the times 
and modes of payment, are to be determined by the general 
paVl lament of labor or under its authority. 

Beyond this, I do not understand that it is the present pur- 
pose ^of the promoters of this movement to go. For example, 
if I rightly understand tbe matter, the employer, having pro- 
duced goods under the conditions recited, ydll be left free to 
dispose of them at his pleasure, selling them to whom be will, 
at such prices and on smdi terms of payment as be choose, 
unless, indeed, that be prevented by some “ boycott,’*' * placed 
upon some person or class of persons, or upon sonv3 kind of 
goods, or upon the ])rodu('t of certain machines, under author- 
* ity«of the parliament of labor or of its executive officers, for 
some industrial, political, social or personal j-eason. 

478, Difficulties attendant on tbe SchQme.-~Of course, no 
long headed ” man, and there .are many such among the })ro- 
jnoters of this movement, expects* that any one of the present 
employers of labor will find ^he conditions thus imposed agree- 
able, or will submit to, them if he has any choice, short of leav- 
ing business. They anticipate that many employers will refus^ 
to submit to such conditions and,. will relinquish production, 

* The desi^^nation of this new weapon of industrial and social wti'fare 
is derived from an Irish gentleman, one yuptuin Boycott, against whom 
it was, years* ago, so conspicuously employed by,^his hosfile tenants 
as to cause hfe name to be permanently affixed thereto. To boycott is 
simply to place under a ban. No person who respects the authority 
which lays the b6ycott will deal with a person thus placed under-the ban, 
or with any iiersoq who does deal with him. » 
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perhaps with consequences immediately In jiirious to their labor- 
ers and to the community. They anticipate tliat others will 
resist violently, throwing their \jrhole energies and fortunes into 
the contest, fighting with fury, as if for life, and only ceasiag 
their struggles when bound hand and foot. But they expect that 
still otliers will submit, more or less unwillingly, Co the terms 
imposed upon them, and will consent to carry on business under 
the new regime. The next generation of employerj^they look to 
see made up of men bred and ^.rained under the new conditions, 
men who, born into such a state of things, and not knowing 
any other, except historically, as belonging tq a bad past age, 
when the^rights of labor were not respiicted, rill accept the 
situation as cheerfully as the Frenchman of to-day accepts t4ie 
great Revolution. Such men, it is believed, will be both rl id 
and })roud to wield the limited, delegated powers then pertain- 
ing to the position of. the employer of labor; and will, in good 
Jaith and good feqling, execute the laws and decrees of the 
parliament of labor or of its supreme or local council or of any 
committee thereto authorized. 

ProbaUly, also, none of the more clear sighted of the pro- 
moters of this movement anticijiate that the legislation of 
their congress or the decrees of their standing councils or the 
acts of their executive officers will, at first or for a long time, 
be free from mucji that is visionary and unpractical, or even 
from the influence ^)f personal piques, je;ilousie8 and animosi- 
ties. They doubtless anticipate that much that is futile will be 
attempted, and that much that is mischievous will be r com; 
plished. No intelligent person co^uldflossibly believe that such 
tremendous and far-reaching powtu-s c(;uld Ix^ placed, aM at 
/)nce, in the hands of a few men without grave abuse ij-vbeing gear 
crated; or that a machine sq gigantic could be set*up and put to 
Yorking without much jarring and friction, and an occasional 
accMent, even if j)ermanent breaking-down be avofdeST^ 

The it^en who are conce/ned in this moveinent are shrewd 
enough to see that the sense of the entire helplessaes^ of the 
employing class must inevitably affect, and affect profoundly, 
the ju4gment and the will of the soundest, wisest, and most 
fair-minded • representatives whom the body of ' laborers 
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could select, rendering.them less, sound, l^ss wise and less fair- 
minded than they would .he in dealii/g with a body of employ- 
ers who were not Helpless, but had the }) 0 wer to resist and to 
styike*'back, if crowded too far. These men, also, are shrewd 
enough to see that there is great likelihood that the sense of 
the helpleswiess of the Vmploying class will so operate, at least 
in the first instance, upon the minds o,f the body of laborers 
as to cause f them to select, as their representatives, not the 
soundest, wisest and most fair-mhided of their (dass, but those 
who are extreme, arbitra»*y and arrogant in character and in 
manners, and who will fast become more and more so, through 
the exercise o:^8Uch tremendous powers. 

cA.ll this, any clear-minded person must see, on the first con- 
temi)lation of such a scheme ; all this, doubtless, the leaders of 
the Knights of Labor fully realize ; but, were these probab ili- 
ties f»resented as au objection to that sclieine, they would anSr 
wer, that the education of the mass of laborers, to use, without/ 
abuse, such and so great industrial powers, is, in their belief, 
practicable, in time, in such time as would be taken for accom- 
plishing any otlnir great moral and intellectual adv&ncc; and 
that such an education and training of the mass of laborers 
would itself ])e a social and ])olitical gain, far transcending in 
• valj^e ev(‘n the industrial blessing^ which the most sanguine 
could look for from the fullest success of the proposed scheme 
of democracy in industry. , 

479. Another View of the Knights of Labor.— I have 
sought to state, fully and fairly, .what I understand to be the 
purpose of the leading ji.^omoters of the organization known 
as t,he Knights of Labor. I^robably many, even among the 
leaders in this movement, probably jrioi^t. of. the. members. qJ^ 
/ the organizalipiij regard it as an effort to give encouragement 
and moral sup})ort to the constituent trade unions and 
/ bodioToi labor heretofore isolated ; as a m^ans of stiraulaiting 
the ‘self-respect and self-assertion', of *the laboring ^ class, of 
promoting, their mutual acquaintance, of strengthening the 
feeling of at common intlerest among them, '^rather than as a 
serious atfterap,t to reverse the relations heretofore subsisting 
between employer and employed and to transfer dhe initiative 
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in production and t}ic control of indi^stry from the former 
to the latter class. /In “this narro^'cr sphere, it is conceiv- ' 
able that an organization like the Knights of Labor might , 
become a great educational fordc'i; a useful agency for direct- 
ing the efforts of its members toward the improvement of 
their condition ; a source of mucli inspiration, tjirough the 
deliberations and debates of earnest men, representing tlie 
better sense and higher ])urpose8 of vast bodies of, laborers, in j 
the main, right-minded, honest and patriotic. Indeed, it is ' 
not improbable that, should ‘the confederation relinquish its 
larger designs, it will assume this less ambitious but more 
useful function. How fully a'nd how long it' y ould, in sucli 
capacity, be supported by the efforts and contributions of 
its present members, we need not consider. 

480. Can Profits be Confiscated?— Re verting to the Ir - t 
scheme, oi)enly avowed and vigorously advocated, of those 
YIio would make the Knights of Labor all liiat has been 
described, let us ask, how far the object aimed at is desirable ; 
how far it is, in itself, practicable ; liow far siudi an organiza- 
tion is suvted to accompliwsh tha+ ob ject. ^ 

In the first ])lace, (*an one be mistaken in deeming it the main 
object of this industrial enterprise to secure to the laboring 
class the benefit of a })art» perhaps the gnsater part, of the , 
profits now realized by the body of em])loyers, which the 
laborers regard as excesshe? If this In*, indeed, the main 
object of the association, the .nim is, if I Have rightly indicated 
the origin and measure of l,»usiness profits, a mistaken one. 
Profits are not obtained l)}^ d(‘ductioii from wag(‘s ; they ar(f 
(purely the creation of the employers thems(‘lves. The rpass 
of profits rejiresents the wealth produced by able, skillful, 
resolute and far-seeing men of business, ovm’ and above that 
which is produced, witli the same amount of labor power and 
capital power, by cmiiloyers wbo fail in one or monfe ortho 
■qualities necessary to rfucc^^ss. * 

If thisNdew of the source of th(‘ employ er’S gains fee just, 
it is not possible to wrest profits* to tlio beifefit of the 
body of laborers. The em}>lo 3 "ers may, indo^d^ be I>revont£(l 
from realizi^jg them, by eirikes and industrial disturbances ; 
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but no part of the profits which they wiould otherwise have 
made, will, for that reason, go to any other class in the.c.Q.mr 
rnunity. On the contrary, the community as a whole, and 
the working classes in esppoial, will be worse off the 
iifipairment or destruction of the employer's inter^t in pro- 
duction^ i, e., his profit j. 

Are there, then, no means by which the working class can 
operate, at one.e to reduce the amount |^oing to the em])loying 
class as profits, and in the same degree to enhance their own 
wages ? I answer, yes; there an* such im*ans. These have 
been pointed out in paragraphs 310 to 314. In just so far as 
tlie laboring ckisses, by their Influence upon legislation or 
administratiorf, or by their own direct action, oontribute 
towards elevating the standard of the employing class, thus 
raising the lower limit of production in this respect, in just so 
far 1^111 they increase, not only the relative share, but the 
positive amount, coming to them in wages. It does not need 
to be said that treating employers as public enemies, levying 
industrial warfare upon them, concerting schemes to harass 
them an'd take them at every accidental disadvantage, render- 
ing it unsafe for them to undertake contracts on a large 
scale and over long periods of time, and subjecting them to 
^ insults and indignities, as so many , labor leaders seem to think 
it a^matter of class duty to do, is not a way to effect the 
desired result. Such courses must not only I educe the average 
standard of business ’ability, by driving out the ablest men, 
but must introduce into the employment of labor whole 
vlasses of persons of low^r and still lower grades of efficiency, 
to the great and lasting injmy of the community and of the 
working classes, first 'of all, last of all, most of all. 

481. Will ,the Machine Work P— So much for what T 
understand to be the main object of this industrial movement. 
A ^injTw crds only will be needed regarding, the suitabilitjy of 
the 'agencies to be employed. > ‘ ' 

One mi^ht ch'erish grave doubts regarding tlj,e practicability 
of breeding a race of conductors of business, who, possessing 
energy, intelligence, forethought and resolution, will rather 
like to execute the legislation of ^ parliament o^ labor ; will 
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cheerfully accept the condition of being ordered about by a 
committee of their own hands, or of a local council ; will be 
unhesitatingly ready to embark capital in enterprises over 
which \hey have practically no c(;»iitrol. One might enU-rtain 
grave doubts as to the capability of the working classes, after 
any course of education, however lon^g, painful and costl}", 
maintaining a parliament of labor which shall be competent 
to deal with concerns a hundred times as large, important and 
difficult as those which come before the American C-ongress, 
without making a mess of it, compared with which the muddle 
into which Congress manages to get our industry and 
finances would he clearness and order and system and light. 
But it is probably not necessary to go so far into the matter 
as to inquire what might come to i>ass should tlui Kniglits of 
Labor pursue their d^dgns through a considiTable ])eric'^ “^'f 
time. It is in the highest degree im}>robable that the 0';gan- 
mtion itself could maintain activity long on such a scale as 
lias been projected;' 

j very vastness of the sclieme foredooms it to failure. 
The attempt to embrace so iniu*h mider a single rule ; to legis- 
late in detail for so many conflicting interests ; to regulate, 
from a central point, conditions of life and labor so widely 
diverse as those of city and of country, of east and c‘f west, of 
agriculturist and of artisan, of common and of skilled labor, 
of the producer t)f materials and of him who i .>es thc)se 
materials in the production of still higher classes of com- 
modities, must result in failure. The restiveness shown by 
many trade unions, the open revolt o/ some, the early estab-* 
lishment of a rival Confederation, already intimate the essen- 
tial weakness of the scheme, at least if it is to be administered 
*m the masterful spirit of the last two years. 

482. Is the Scheme “ American ” P — Nor do I believe that) 
1? it^were left to the suffrage of the laboring classes in-A^x^ica 
themselves, one in’*twerity (d those who were born upon thosoil 
would vdte to lying about* suclt a subjection of the en^loying 
class to the will of their workmen on to a generab"parliament 
of labor. The American well knows that tihere is neither 
hardship nor indignity iq, working for another map, in his 
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•shop, at his task, with his tools, on his terms. He knows that 
industry, to be successfully conduct^, must be controlled by 
its responsible head. He sees all around him men who have 
risen ‘from the ranks of lal^oi to become the conducl^'^rs of 
business, no one hindering them, all applauding tbeir efforts 
and rejoicing in theiiv success. He knows that for himself 
and his cliildren the way is open clear up to the top. The 
American workingman can be reasoned with, and that not on 
a low i)lane only ; he is capable of understanding and api)re- 
ciating almost any consideration relating to the market ; his 
spirit is that of civility, reciprocity and fair play ; he cordially 
and intelligentfy accepts, in its full economic bearings, the 
maxim, “live* and let live.” Had it been left to €ur native 

f * * 

population alone, not one of those violent and reckless attacks 
upon production and transportation, which have, within the 
pastfttwo or three years, shocked the whole industrial system 
and have come near to produce a general crisis of trade, would 
ever have taken place. 


IX. 

ATTACKS OK THE DOCTRIXE OP RENT. 

483. Bastiat. — A doctrine of such far-reaching consequences 

as liicardo’s doctrine of Rent has not beei». allowed to stand 

without suft‘ei-ing many and vehement assaults. The French 

Bastiat has, in his eloquent andi witty work, “The Harmonies 

^of Political Economy,” undertaken to demonstrate that Rent, 

proper, economic rent, does i\ot exist ; that it is ])urely a fiction 

joifitly maintained by the economists and the communists ; 

that all w^iich the landlord receives for the use of liis land i» 
¥ 

nothing but the proper remuneration for the labor and capital 
exji|^de|i in inclosing the land, providing means of accesG, 
draining, manuring and otherwise .improving the soil, eredcing 
buildings for sheltering the produce, housing the laberers, etc. 
Inasmuch Bastiat’s objections to Ricardo’s (foctrine were far 

* In sti<?matiziug" this doctrine he continually joins together the names 
of “RiciiKlo and Proudhon,” , 
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more strongly and clearly stated by ^be late Mr. Henry C. 
Carey, of PLiladelpliia, I pass at onrje to the consideration of 
the vie\7S of the latter. 

48J, Carey.~Mr. Carey’s attack is twofold. Ilis firpt 
argument ib founded on a ^‘comparison of the cost and value of 
existing landed capital.” To use his o\/n phrasoolr^gy, “ There 
is not throughout the United^ States, a county, township, town, 
or city, that would sell for cost y or one whose renU^are equal to 
the interest upon the labor and caqntal e.rpcndedT’^ And Mr. 
Carey draws what he regards as the logical inference from this 
alleged fact: “If we show that the land heretofore appro- 
priated is not only not w’ortli as mucli labor it has cost to 
produce it in its present condition, but that it could not 
reproduced by the labor that its jnvsent value would purclv'se, 
it will be obvious to tlie reader that its wdioh' value is due to 
that which has been applied to its improvement ”f * 

Now, it appears to me J not only that this is not “ obvious,” 
out that something' very like an Irish bull is to be found here. 
The trouble with this argument is its su])erabiindanee of proof. 
The effect is much the same as that which results from a super- 
abundance of powder in charging a gun. 

Had Mr. Carey been able to show" that, in any case taken, a 
county, tow"nship, towui, or city w’as w"orth exactly as inucli in 
labor as it had cost, the coincidence of amounts would at least 
have suggested, ifht did not create a j)roper presumption to 
that effect, that tlie labor ex})onded was ihe cause of the value 
existing ; but when Ricardo’s critic asserts that any farm and 
any collection of farms, has cost inoro, often far more, than it’‘ 
is worth, he furnishes the means for his own refutation. , 
Suppose the j)resent value of a [>iece‘ of land to be repre- 
sented by 100 units, while the value of the labor it has cost to 
‘‘produce” the farms foun& thereon, is represented by 125. 
says Mr. Carey, inasmuch as the land is not al piesent 

worth more than ibO, While > the labor invested in it was wOrth 

, r j , 

* Carey : Tlie Past, Present and Future, p. 60. 
f Carey : Political Economy, vol. I., p. 102. ^ ^ 

f This discussion of Mr. Carey’s propositions is abridged from my 
work, “ Land qpd Its Rent,” piblished in 1883. ^ 
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125, it is clear that nothing but the labof has entered to give 
value to the land ! 

But how so? What has become of the 25 which* yas in 
excess of the 100 ? ‘Lost, says Mr. Carey, since, “ as labor ia 
improved in its quality by the aid of improved ifistruments, 
2^ previoua'y accumulated capital tends to fall below its cost 
in labor.”* 

Ah I but cf that 25 can be lost and has b^en lost, how can 
you show that another 25 has not been lost, and still another 
25, through the operation of the same cause ? How can you 
prove that proper economic rent does not enter ? How, indeed, 
can you prove, that the present Value of the land is due, in any 
p^rt whatever, to the labor expended in the past ? ’ 

John Smith’s barn has been broken into, over night, by a 
burglar who sawed a hole through the door to effect his entrance^ 
Mr. Carey, in the interest of justice, appears next morning 
among the excited throng of neighbors, and produces a board 
taken from James Brown’s woodshed, which, though not cor* 
responding to the guilty hole in size or shape, is yet larffe 
enough^ as he explains, to allow just such a piece to»be cut out 
of it, thus conclusively proving James Brown to have been 
the robber of John Smith’s barn ! 
i 485. How the V alue of Agricultural Improvements should 
be Estimated.— An argument that breaks down thus, under 
the slightest strain, can not be worth further notice on its own 
account ; yet we ma'y find matter of not a fittlc economic inter- 
est in following out the question here raised, as to the relation 
''between what Mr. Caref calls the cost of producing farms and 
thq value o'f farms when jfroduced.” 

First. To begin with, all statements regarding the amount so 
invested in any country or district are based on comparativery 
little information. The data are few and meag^, even for 
malrthg^^ estimates. Accomplished statisticians, accustjonfed 
to ‘deal with computations relating' to'' agriculture, like 
Mr. Robert Giffen, Professor ^Phorold (Rogerrf, or Sir 
James CaiVd, would scarcely presume to claim approximate 
accuracy* for aify estimates they might make regarding the 

• *Poiitical Economy, I vol. I., p. 85. < 
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amount of labor invo*lved in bringing even a limited agricul- 
tural region into its present state of productiveness. 

Second. Again, wholly in ad 4 ition to tlie difficulty eijcoun- 
tered in estimating tlie amount of labor inVolvcd, would be the 
difficulty oi computing the money value of that labor. While 
some great works of improvement are effected Ity bodices of 
hired laborers working dirough the year or through the agri- 
cultural season, most farm improvements ai*e effected in the off 
season, when the wages of hired labor are very low^, — perhaps 
only one-half what they would be at another j)eriod of the 
year ; and jirobably the greater p.art are effeejed by tin? labor 
of the owner or occupier of the land and his f,*mily, in frag- 
ments of the day which would not otherwise be utilized, or'^n 
portions of the year when little or nothing of the current - - '-k 
of the farm can be done. 

Third. The element of interest can properly oe introduced 
iVito such cornputatjons only in respect to a very small propor- 
tion of agricultirral investments. 

In general, where capital is appllt^d, it is in the exjxjctation 
of an immediate improvement of the produc^nve ]>ower of the 
land, the annual increase of the j)roduce being relied upon to 
furnish at least the annual interest u]K>n th(‘ invi‘stnient, so 
that, speaking broadly, in any comparison ])etween the Vmt 
and the value of lended pro])erty, only the first C( ^t of the 
imjwovements slioukl be set against the .ultimate value. 

There are cases, of course, vrhere capital is applied lo the 
land in the view alone of a distant increase of value. Here, , 
within moderate limits of time, the iifclusion of interest is not 
unreasonable. But even here, and oven within comparatively 
brief periods, the application of the principle of geometric pro- 
gression, ir^ the form of con\}>ound interest, is of very doubtful 
piippriety. Geometrical increase is rarely attained aryi never 
longf^maintained in* thiiigs human. Contemplating an acfual 
instance o.f such increase within the field of industry, the most 
unreasonable (Expectation which can be formed concerning it, 
18 that it will continue. That it should continue long, is not 
80 much unlikely as impossible. 

Sir Archibald Alison, in his discussion *of the British Sink- 
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ing Fund, states that a penny kid out at compound interest 
at the birth of our Sav?our would ’in the year 1775 have 
amounted to a solid mass of gqld eighteen hundred timjii the 
whole weight of the ^lobe.” *^So, doubtless, it might be shown 
that the value of Adam’s iirst day’s work in the Oardeh, properly 
compounded during six thousand yc^ars, would amount to 
more than the present value of all the knds of the world, and 
consequent!^ that all the work that has been done since, in 
bringing the soil under cultivation, has been thrown aii ay ! 

Tile incredibility of geometric increase through any con- 
siderable period ^^f time can not be too strongly imj)ressed ii])on 
the student of economics. The jiroduce of a single acre of 
wheat, sown over and over for fourteen years, would cover 
all the solid land on this planet. The spawn of certain fish 
would suffice in even fewer years, if reproduction went on in 
geometrical j)rogres8ion, to fill to the brim the basin of 
every j)ond, lake, river, sea, and ocean. ^ 

Hence we see the utter inconsequence of computations into 
which cc^'inpound interest is allowed to enter, except in strict 
subordination to ‘common-sense. Probably there is no way 
in which a man can so quickly and so conclusively show him- 
self unfit to be listened to, as by a})pealing to geometrical 
progression for the })roof of an economic or social theory. 

Fourth. But the consideration of greatest importance in com- 
puting the cost of producing ” farms, ds that, in general, 
agricultural im})rovement8 are compensated, and are expected 
^to be coni})ensated, upon the principle of those annuities in 
which a certain number *of annual payments both yield due 
in tl^ rest on the purcjiase money and extinguish the capital 
itself, as M'hen a man for $1,000 (on which the normal intereeit 
would be $50 or $00) purchaser the right to receive $120 a 
yejy:.for^ a certain term, with no claim on the princiT)al there- 
after. 

^N'ow^ is this ^ 0 , or is it not ? Let us satisfy our jninds on 
this pointy for if the proposition just now stjfted is correct, it 
disposes .effectijally of the argument against the economic 
doctrine of rent derived from the fact of expenditures in 

producing ” farms. 
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That this proposition is ^correct, ij, I think, proved con- 
clusively by the fact, 'abundantly, established by English 
experience, that there are few classes of improvements known to 
agriculture which a tenant for <33 year^ will not makl at his 
own expeAse^ notwithstanding the certainty that he will cease 
to enjoy the benefit of them at the e3ii)iry of his^ease. 

Do not the several^ considerations adduced, and especially^ 
the last, take aVay all the force of this labored argument 
against the doctrine of rent? 

486. Mr. Carey’s HistoAcal Argument.—But Mr. Carey 
was not satisfied with one refutation of Ricardo’s law. Ho 
attempted and, to the satisfaction of his di^^aples, achieved, 
a second demonstration of its falsity. That this subsidiary 
argument against the doctrine of rent should have been for a 
moment admitted, affords a striking proof of the w eaknc.^s 
and vagueness with which economic (piestions especially those 
^affecting the land, have been discussed. 

‘‘ It will,” M{. (?arey says,* ‘‘ be perceived that the whole sys- 
tem (of Ricardo) is based upon the assertion of the existence 
of a single fact, namely, that, in the comn^encement of culti- 
vation, ^when population is small and land consequently 
abundant, the soils capable of yielding the largest return to 
any given quantity of labor alone are cultivated, 

“ That fact exists, or it does not. If it has no existence, the 
system falls to thy ground. That it does not exist, that it never 
has existed in any country whatsoever, dud that it is contrary 
to the nature of things that it should have existed, or c^n exists 
we propose now to show. * 

‘‘We shall commence,” he says, “our examination witfi the 
^ United States. Their first settlement is recent; apd, the work 
being still in progress, we can readily trace the settler and 
mark his course of operation. If we find him invariably occu- 
pying the high and thin lands requiring little during and 
no drainage, those wliich^ban yield but a small return to labor, 
and as invariably traveling down the hills and ^leatting and 
draining the lower and richer landsj as population and wealth 


* Past, Present, and Future, p. 23. 
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increase, then will the theory we have offered he confirmed by 
practice, — American practice, at least. 

“ If, however, w^ can thence follow him into Mexico and 
through South Am(»rica, into* Britain, and through France, 
Germany, Italy, Greece, and Egypt, into Asia and# Australia, 
and show that such has-been his invariable course of action, 
then may it be believed that when population is small and 
land conseqfuently abundant, the work of cultivation is, and 
always must he, commenced upon the ])oorer soils; that, with 
the growth of population and wealth, other soils, yielding a 
larger return to labor, are always brought into activity, with 
a constantly inc^i casing return to the labor expended upon 
them.” * * 

r 

487. All this is Irrelevant to the Doctrine of Bent.— 

I will not say, with Prof. Roscher, that Mr. Carey’s leijgthy 
expose* tion is “ rank with inexact science' and unhistorical his- 
tory.” It docs not matter a particle, so far as the validity of 
Ricardo’s doctrine is concerned, whether Mr. Carey has cor- 
rectly apprehended or grossly misapprehended the facts of 
human hil^tory, in the respect under consideration. , 

Let it be conceded that the order of settlement in all new 

f 

countries is that which Mr. Carey has indicated, — the new- 
-comers taking up light, dry, sandy. soils, which will yield a 
quick' return to the labor of the colonists, aided by their scanty 
capitals ; and that it is only when wealth hhs been in some 
measure accumulated, ‘after the first severe 'struggle to main- 
tain existence, that deeper and ribher, but cold and wet soils, 
are opened, the forests cleared, the swamps, rich with the 
vegetable mold of centuries,* drained. What; pray, does all 
this prove, so far as the doctrine under consideration is con- 
cerned ? If is.absolutely indifferent to the matter at issue. 

It is true that Ricardo assumed, for the purpose of^illustrat- 
ing his doctrine, that the soils first cultivated,i within any con- 
siderable country, were those most ptiodu< tivel It also appears 
from theicontext; that Mr. Ricardo really supjjpsed that this 
was the historical order of occupation. Yet the, economic law 
of rent has reference alone to lands %ndeT cuUimtim at 
TUB SAMB.TIMB j and would have precisely as muc^ validity if 
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every thing which Mr. Carey Jias contended for, regarding the 
actual order of settleraenit and cultij^ation, were conceded, as 
if the hypothesis of Ricardo wore historiciilly accurate. 

488? Is this History indeed TBCistoricaJ P — I have safd tliat 
the complete establishment of Mr. Carey’s historical order 
would not effect the validity of Ricii^rdo’s law of rent ; and 
that, therefore, one might, for argument’s sake, concede the 
accuracy of the narrative concerning the early s^'ttlement of 
Europe, Asia, and America, which occupies so large a jiortion 
of his treatises. » 

But while the historical order of settlement is thus of no con- 
sequence as affecting the economic law of /ent, it must be 
admitted* that important consequences would follow the estab- 
lishment of the proposition that “ the work of cultivation is 
and always mast he commenc(‘d upon the poorer soils ; tijat, 
with the growth of population and wealth, other soils yigjding 
a larger return to labor are always brought into activity; ” or, 
Is the author else\^hcre exj)resses it, that the settler mvariahly 
travels down the hills, clearing and draining the lower and 
richer la/ids, as population and vealth increase. * 

What are the e(50iiomi(^ consequences whicli, as we have said, 
would f<^low the establishment of Mr. Carey’s proposition ? 
These : that, instc'ad of th^ increase of population lowering ^ 
the margin of cultivation, and thus enhancing the aggregate 
body of rents,* it*would be shown to have the effete, by stim- 
ulating the cultivafion of better lands, tc# throw out the poorer 
(the first cultivated) soils, and thus to raise the lower limit of 
cultivation, and thus at once to diminish the share of the prod-* 
uce going as rejit to the landlord* and to increase the average 
produce, per capita, of the community! Rents will stil? be 
Setermined by the Ricardian formula ; but the importance of 
rent as a factor in the distri iSution of wealth 'will be diminished. 

* In view of the ijnporlance of these consequences, l^it us pro- 
ceed to examine *Mr. iCarvy’s sweeping assertions regarding 
the actual orde^ of settlement and occupation, •for the purposes 
of agriculture. Let us see whether this history b^indeed his- 
torical or not. 


* See par. 257. 
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In the first place, wf note that the detailed accounts ^elate^ 
in the main, either to the settlement and cultivation of coun- 
tries in ages when fnilitary necessities were a controllih^ force, 
else to the very earliest stages of settlement and cultivation 
of the land, under circumstances which made the needs of 
immediate subsistence peculiarly urgent, as in the new States; of 
the American Union, eighty, sixty, for^y years ago. 

It would take more time than we have af command to go 
through the history of the settlement of Britain, Italy, Greece, 
Germany, and other ancient countries, and attempt to analyze 
the influences which determined the selection of lands for 
habitation and, cultivation. When we contrast the sites of 
ncvarly all ancient and medieval cities, built upon the tower- 
ing rock, with the utterly indefensible sites of our modern 
cities, we can well understand that not economic but political 
and military exigencies may have given^ a strong preference 
to high and rugged ground, even for agriculture, in the days 
of almost universal warfare. The crops,* iijdeed, raised on 
such ground would neither be so ample, nor obtained with so 
little effort and , sacrifice, as those which might have been 
raised in the fertile valleys below, but they would be in a 
less degree subject to be swept away by occasional forays of 
^ arm^d bands. * 

Fortunately, we do not need to enter into an analysis 
involving so much time and labor, and peyplexed by so many 
uncertainties reirardihcf the facts with which we should have 
to deal. If the forces which in those days determined popu- 
*lation to high and poor* ‘soils were exclusively or even pre- 
doivinantly economic forces, we shall not Mil to find them 
operating to control the occupation of new countries in these 
times of general peace. Let us then consider the course of 
settlement in the United States. * Mr. Carey himsel? expresses 
his preference for investigation in this field, “Their^first 
settlement,” he says, “is recent, akd, the Work being still in 
progref^tH, ■^y^e can readily trace the settler, and^mark liis course 
of operatiort.” * 


Past, Present, and Fyture, p. 24. 
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489. Take the Ca^e of Oh^o. — And, to further narrow the 
field, let us confine our vi6w to the State of Ohio. This State 
is as ^aVorable as any to the^ theory under consideration. 
“ The early settlers,” says Mr. Oarey, “of Ohio, Indiana, ai\d 
Illinois uniformly selected the higher grounds, leaving the 
richer lands for their successors.” * j 

The settlement of , Ohio may be said to have been in 
progress all the time between 1802, when its inhabitants were 
fewer than 50,000, and 18;i2, when its jK)piilation had reached 
1,000,000 : in progress in this sense, tliat not until the latter 
date had settlers found their way unto every corner and 
county of the new State. 

Now let it be conceded that throughout this period >Ir. 
Carey’s statement reirarding the course of occupation hr^ds 
good substantially. J say, substantially, because to justify 
the assertion that the, settlers “uniformly ” seleo ed the higher 
grounds would reejuire a greater amount of particular and 
local knowledgo^than any one man ever possessed. 

How much, then, would there be in this fa(;t, admitted for 
the sake bf argument, which siiould be in .contravention of 
the economic doctrine of rent ? These early settlers of Ohio 
were, in the first instance, nec(‘ssarily controlled in their 
“location” by considerations relating to the traiiS])ortJ\tion 
of their products and to couimuiiication with the settlements 
they had left behiiifl. Now, advantages of situation, as Wf* 
have before seen, enter just as fully into* the net produetive- 
ness of any tract of land, according to Ricardo’s doctri: as 
advantages arising from superior fertility. Even in illus-’ 
trating the origin of rent (par. 259) we assumed the e^cis- 
l^ence of a very productive tract, situated at sp great a 
distance that it would not be occupied until cultivation had 
bgen driven to descend through several successive stages 
witlan the territory immediately surrounding the diarket. 

But, secondly, the®ea^y settlers of Ohio were largely 
compelled by the immediate exigencies of ^pionper** life to 
do something different from that which would •have been 
the most advantageous had they possessed ’an airfplc store 

* Past, Present, and Future, p. 3*^ 
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of necessaries and of the utensils and materials of industry. 
New-comers must nee^s do, not what they would, but what 
they can ; they mui^t r:ijse a quick crop, by little labor ; and 
it is nf^tural enough that they ftliould generally seek tffe side- 
hill, whie.h is self -drained, and the open country, 'vjj'hich does 
not require clearing, a^d the thin, dry soil, which gives a 
speedy, though not a large return. 

They stilly seek that land which wifi be. most productive 
under the circumstances in which they find themselves placed ; 
for, as Professor Johnston* has, well said, that which would 
be rich land for a rich man may be poor land for a poor ntan. 

490. But the question I wish now to raise is, whether, when 
the first exigencies of pioneer life were passed, when some 
store had been accumulated, when population had become 
sufiiciently dense to allow a reasonable degree of co-operation 
in lal^or, when time had been alforded to lay out roads and 
bridges and to perfect the means of transportation, when the 
capabilities and resources of the land had Vecoine thoroughlj 
known, — whether then it remained true that cultivators in 
Ohio neglected the best soils for those of an inferior^ quality ? 

If not, the fabric so laboriously reared for assaulting the 
stronghold of the economists, tumbles to the ground, of its 
^own weight. How much does it piatter that tlie pcojde of 
Ohio*, wliile they wer(‘ first spreading loosely over the State, 
took up lands as is ass(‘rtcd, unless it can «be proved, or at 
least a strong j)rcsuin])tion can be established, that they con- 
tinued to take up poorer soils, in preference to the best ? Mr. 
Oarey asserts that the Jiypothetical order of settlement is 
universally false ” ; that is,^' it is false as applied not to one 
but to all stages of th«, history of any community. As this 
matter is i/npprtant, let us formulate it somewhat rigidly. 

Let us suppose the possibly ciiltivable lands o# Ohio to 
form sev(^n distinct grades, 1 to 7, No. 1 being the pooresfv, 
No. ^ the nchest. Let us divide 1% economic life of (ihio, 
beginni\«g in 1C02 and ending — i\"hen? into seveiK- genera- 
tions, with Continually increasing population. 

*A distinguished agricultural chemist of Great Britain, author of 
Notes on North America.” 
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, Now, according to the view we are considering, generation 
No. 1, the first settlers, will take up lands No. 1, the poorest 
of all ; generation No. 2 will take up lands No. 2, the next to 
the pooVest ; generation No. 3 will take up lands No. 3; and 
^0 on. 

This, or something very like it, mu.it take place, or our 
‘‘law” breaks down ; for should generation No. 3, say, have 
the presumption to take up lands No. 6, and generation No. 
4 be thereby encouraged to take up lands No. 7, why then 
generation No. 5 will be compelled to take up lands No. 5, 
that is, lands poorer than thdse which had b(‘en brought in by 
the two generations preceding, -while generation No. 6 will be 
driven to take up lands No. 4, far down on the scale 
fertility ; and generation No. 7, the flower of civilization, w’’^ 
actually have to “decline uj>on” lands No. 3, which, accord- 
ing to Mr. Carey, generation No. 3 should, in conr uence, have 
taken up. In other words, we should have cultivation drivtui 
dAwn to inferior^ soils, a state of things res}>ecting which 
Ricardo’s critic declares that it not only never has existed in 
any country whatsoever, but that it is contrary to the nature 
of things that it should have existed or can exist. 

In view of such possible results, what an appalling respons- 
ibility rests ui)on the people* of any generation in the matter 
of not taking up any better land than they ought ! In the 
first place, think wnat a degree of virtue it recjuires, tnat they 
should deliberately deny themselves tho enjoyment of the 
really best land around them, in order that the coming gc’^ 'Or- 
ations, with increasing numbers, shrudd have the privilege of 
first occupying these, as Mr. Carey says they must do! Even 
more remarkable than this, think of tlie aegree of intelligence 
tlTat is required to point out to the men of any generation 
just the share of the lands of the State which Mr. Carey’s 
thSoij will permit them to occupy, jihey being necessarily 
ignorant as to what tho future population of the State is to be, 
or througn how ., many generations or centurids the increase 
of population upon the territory is to be continuoS ! 

401 . But let us return to Ohio. We have* seen 'what is 
required to make this “historical law” true. How, far do 
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the probabilities of Jhe case favor thef application of that 
law throughout the settlement of 4hat State ? 

We may believe that there were, in Ohio, in 1832,»when the 
population was 1,0^^0,000, about 4,000,000 acres of improved 
land in farms. By 1850, when the population had risen to 
2,000,000, ^fliese 4,000,000 acres had become 10,000,000. Did 
the addition thus made to the inclosed and improved lands of 
the State include a fair proportion of the best lands within its 
limits, or were the new lands, also, thin, dry, sandy soils, 
only not quite so poor as those 'brought in between 1 802 and 
1832, — soils giving little root to grasses or to grain, but 
raising a smajl crop easily and quickly ? Unless the latter 
the case, this great historical law becomes Ifttle better 
than arrant nonsense. 

There is a j)opular belief throughout the Eastern States of 
this^Union, that, in the eighteen years covered by this period, 
— 1832-50, — there was an immense amount of “clearing” 
done in Ohio ; and the virtues of the “^pipneer’s ax ” have 
been celebrated in song and istory. Is this all a mistake ? Or, 
if the peoj)le <jf Ohio really did cut down the primeval 
timber over thousands of square miles, did they, as ^hey ought, 
take pains to cut down only timber which grow over com- 
par^atively poor soils, so as not to interfere with the rights 
vested in unborn generations by Mr. Carey’s “ law ” ? 

Between 1850 and 1880, again, the population of Ohio in- 
creased to 3,000,000^; and the number of acres of improved lands 
rose to 18,000,000. Were the' 000,000 acres im})roved for 
the first time during this period, all, or substantially all, of a 
qivality next above those previously brought hi, but still below 
the best ? Did this added territory embrace lands only a 
little less thin, a little less shallow, than those occupied in 
1850? Did this, vast annexation still leave the really good 
lands of the State uncultivated, only to be* improved whpnihe 
population shall reach 5,000,000 cir l(f,'000,b00? 

492 • I ^o not care to contest Mr. Carey’s assertion that the 
first generktion of settkrs in any American State have spread 
themseHes lopkly over the soil, picking out the spots which 
offered ‘the .greatest facilities for tbe transportation of produce 
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and for coniinunicat/on with^ the older Rottleiiients, perhaps 
giving a certain preferenot* to naturajly cleared, self-drained 
land. But that the second generation, in ai»y American State, 
north ^ Mason and Dixon’s line at least,, have slirunk ’from 
the real prohlem of their economic life, have failed to gra])ple 
with the obstacles which withstood their acquisiUon of the 
richest resources of nature, have neglected to subdue the soil, 
the best soil tliey tould find, with ax and spade, strenuously, 
manfully, with incessant toil, with iinfliiKjhing courage, I, for 
one, do not believe ; and Mr. <’arey has not adduced a scintilla 
of evidence to prove a propositioi) so contrary to all we 
have ever learned of the cliaracter and life tin* West(‘rn 
people. In the absence of any such statistical deinonstratioji, 
common fame and common sense give the flattest contra'bc» 
tion to this hy]K)thesis. 

With this we ma^ safely leave the argunu it agaim.t the 
Ricardian doctrine of rent. The ])erson who denies the truth 
of the Ricardian, laV in effect declan^s that men habitually 
rent or sell highly fertile and conqaaratively inf(‘rtile li(‘lds, 
rich corn ^lands and mountain pastures, at , the same price; 
that men Jiabitnally rent or sell lands near a market at the 
same price with lands the most distant from the market. If 
he does not mean to assert'this, he does not in the smajlest 
degree traverse the path of Ricardo’s argument. If he does 
mean to assert th^s, he j)u(s liimself on the level of the 
person who should assert that men habitually sell tw^o bushels 
or ten bushels of wheat, indiftercntly, at one and the oame 
price. 


X. 

THE NATIONALIZATION OF THE LAND. 

4:93. Tho XiStw ^ 0 -stat 0 (i. — Ti’^e h»ave seen what i^ 

the natu?e of R^nt. It represents the surplus'of the produce 
over the cost of cultivation on the pcv)rest lands jjctually con- 
tributing to the supply of the market at the time. • 

We saw ^ar, 262-4) tl\at, conceding the j)rivatp, owner 
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ship of land, rent is pierely a question between landlord and 
tenant ; that so far as rceonomic forces are concerned, rent 
must remain in Ihe -hands of the landlord ; thaf, setting- 
violehce aside, it ca/i only come into the hands of the tenant 
by gift from the landlord ; that, were it, by vk*tue of the 
landlord’s generosity, to reach the tenant, it would, so far as 
economic forces are concerned, go no ^further. It could only 
be carrit*d to the agricultural laborer or fo the consumer of 
agricultural produce, by another gift or series of gifts. 

494. The Equities of Rent, as between Landlord and 
Tenant. —So mmdi for •the economics of rent ; let us look a 
moment at the equities of it. 

^ Certainly, as between tlie landlord and the tenan^the latter 
can set uj) no claim to any portion of rent. This is shown in 
the followinfj way : It is, as we hav(‘ seen, of the very essence 
of rynt that it represents, and is measured by, the surj^lus of 
produce over the cost of cultivation on the poorest (or most 
distant) lands under cultivation for tlie sbpply of the sanie 
market. Now, these poorest or most distant lands have occu- 
piers wlio must be ])resumed to be industrially, and, if you 
please, morally, just as meritorious as those who ciij-tivatc the 
better lands or tlu' lands nearer the market. The several 
classes of tenants are only put on an equality when rent is 
exacted ae(*-ording to the Ricardian fortimla. It would clearly 
be inequitable that one body of occupiers should receive back, 
in the price of their- products, only the actual (jost of cultiva- 
tion, while another should receive large sums in addition to 
this, as would be the cas(j were nmts to be lamiitted. 

495. Ab between Landlord and the Agricultural Laborer. 
— In the same way It may be shown that the agricultural 
laborers oh lands which bear a rent have no claim, in equity, 
to any portion of that rent. WJiy should they receive any 
more for their services than the laborers, who cultivate th^ if'o- 
rent lands ? 

Clearly, then, as against cither the ten^pt or the agri- 
cultural la\)orer, the landlord has an easy case. He can 
prove that neither of the two has any claim whatever to any 
part of Yhat he receives as rent. ,, 
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486. As between the Landlord and the Community at 
Large.—But suppose the .issue to be mised between the land- 
lord and, the whole community, can t^ie acquisition by indi- 
vidual?»kof the surplus of thcf produce ^ above the cost of 
cultivation on the poorest soils, be so successfully defended on 
grounds either of political equity or of (political expediency ? 

As this question has within the past few years become a 
‘‘burning” question, I think it but right to present the 
argument of those who urge that ‘‘ the unyirnedincnuiient of 
land” s^uld go to the State and not to individuals. This 
argument can not be b(‘tter i)resented than in the language of 
John Stuart Mill, who, in his .later days, Ix^calne Pn'sident of 
the English Land Tenure Reform Association, whose })ro- 
fessed object was to agitate this question. 

497 . Mr. Mill’s Argument.—^ Suppose,” Mr. Mid, 
“ that there is a kind of income which constantly tem]s to 
increase without any ‘exertion or sacrifice on the part of the 
o-Wiiers, these owiUTs constituting a class in the community 
whom the natural course of things progressively enriches, 
consistently with complete passiveness on their ovn part. Tn 
such a case there would be no violation of *the principles on 
which private property is founded, if the State should 
appropriate this increase of wealth, or anj part of it, as it 
arises. This would not ])roperly be taking any thing fi-om*any 
body ; it would iderely be applying an a(;cession 01 wealth, 
created by circumstances, to the benefit of society, instead of 
allowing it to become an uneawied appendage to the riches of 
a particular class. ^ 

“ Now this is^actually the casL^ wdtli rent. The ordinary 
progress ef a society which increase-' in Wealth, is at all times 
tending to augment the income of landlords ; tp give them 
both a greater amount and d greater proportion of the wealth 
the community., independently of any trouble eg outlay 
incurred by themsc^lves j TJ\cy grow richer, as it were, in their 
sleep, wi^iliout working, risking or economizing.” , 

In the paper from which the foyegoing para^^raphs are 
extracted, Mr. Mill expressly excepted the present »value of 
the land in possession of individuals at the time* the system of 



410 


POLITICAL ECONOMY, 


the public aoquisiliou of the increment ('f the land should go 
into eifect. Such an ac{ should, in, his view, have reference 
only to future inciviase., 

In another place, while expiessing a general respect^Tor the 
rights of property, Mr. Mill proceeds : 

“ Some })CopIe ask, Rut why single out the land ? Does not 
all proj)erty rise in value with the increase of prosperity ? I 
answer, No.^ All other property fluctuates .in value, now up, 
now down. I defy any one to show any kind of property, not 
partaking of the soil, a.id sufliciently important to be worth 
considering, which tends steadily uj>ward, without any thing 
being done by tnc owners to give it increased value. So far 
from it, that the other of the two kinds of property that 
yield income, namely, capital, instead of increasing, actually 
diminishes ifi value as society advances. The poorer the 
coui^.ry, or the further back we go in iiistory, the higher we 
find the interest of money to be. Land alone — using land as 
a general term for the whole material of Che earth — has th^ 
privilege of steadily rising in value from natural causes ; and 
the reason is that land is strictly limited in quan^tity ; the 
suj)ply does not' increase to meet the constant increase of 
demand . . . 

“Well would it have been if this diversion of the public 
wealth had luuui for(‘seen and guarded against long ago ; let 
us at least prc'vent any more gigantic fortunes* from being 
built up in a similar .manner. The Association claims for the 
State the right to impose special taxation upon the land, 
equivalent to its special , advantage.” 

“Those countries are fovtunate,” remark^? Mr. Mill, “or 
would be fortunate, if decently governed, in which, as in a 

' " - u ' " ' — — — — — 

* “If the Grosvenor, Portman and Portland estates belonged to the 
municipality of London, the gigantic incomes of those estates wo%M 
probably suffice for the whole expeme of the locM governrnent of the cdpHaX, 
But these gigantic incomes are still swel\ing ; by the growth of London 
they mrfy again be doubled in as short a time as ^hey have doubled 
already. Prof. Adoli)h Wagner, of the University of Berlin, 

advocates 4he assumption by the State of all urban real estate, while 
deprecating the extension of the principle to agricultural land. 
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' ^reat part of the East, the land has not been allowed to become 
the permanent property of individuals, and the State conse- 
>quentlyjs the sole landlord. So far as,the^ablic expenditure | 
is coveted by the proceeds of the land., those countries arej 
untaxed, for it is the same thing as being untaxed to }>ay to| 
the State only what would have to be |c<iid to private landlords 
if the land were appropriated. ; 

* The principle that the land belongs to the Sovereign, and 
that the expenses of government should be defrayed by it, is 
recognized in the theory of oir own amdent institutions. I'lie 
nearest thing to an absolute proj)rietor whom our laws know 
of, is the freeholder, who is a tenant of the ^>own, bound 
originally to personal service, in the field or at tlie })low, 
and when that obligation was remitted, subject to a land +ax 
intended to be equivalent to it.” 

408. The Feudal Burdens of Land in England. — 15 the 
paragrajdi last quoted, Mr. Mill (*onten)]>lates the feudal obliga- 
tions of the tenant by military and other service as a])pro\imat(dy 
the equivalent of* an annual rent, which would be made, rudely 
inde<‘d, to increase with tin* ii ureasing value of land due to 
tlie growth of population and the progress of trade and manu- 
factures. The chief of these obligations, as formulated by law 
and custom in England, are |;hus stated by Sir Edward S. Creasy, 
in his work on ‘‘ The English Constitution.” 

The king, as feiidal lord of liis barons, and other military 
tenants, had a righi to exact from them military servic(', or a 
pecuniaiy payment in lieu tlicTeof ; and it seems to hav< been 
optional with the king to claim. the n',oney, whether the vassal 
wished to serve, in person or not, and even to exact both 
money and personal service. This war tax is called escuage 
or scutage, and the constant wars and troubles nof the times 
always furnished a ready pretext for demanding it. Other 
extictions of money payments, under the name of ai^s, were 
continually practiced. , Bef^Ides these, the heir, on succeeding 
to his estate, was required to pay a sum of money to the lord, 
under the title of a “relief.” If the heir was a > minor, the 
lord took possession of the land, as guardian, and used or 
abused '’it as he pleased, till the heir obtained* his majority. 
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Even then the heir wr-s obliged .to pay a‘'fine on suing out his 
livery, that is, on obtaining the delivery of the land from his 
guardian to him. *The lord also had the right of nominating 
and tendering a wife to hit male ward, or a husbani to his 
female ward. And if the ward declined to marry the person 
so selected^ the ward forfeited to the lord such a sum of money 
as the alliance was considered worth. , The lord was entitled 
to a fine upon alienation : that is, if the tenant disposed of 
the land, or any part of it, to any third party. If the tenant 
died without heirs the lalid reverted to thje lord. This was 
termed eschea^ (par. 573), and, as the right of devising real 
property did (not exist in England after the Conquest, till 
Henry VIII’s time, escheats were numerous. The* lord also 
claimed to take back the land whenever the tenant committed 
any of a numerous list of crimes or acts of feudal misconduct* 
Such criminality or misconduct on the tenant’s part was held 
to work a forfeiture. 

499. Composition for the Feudal Burdeps Upon Land.— 

On the restoration of Charles II., the land-owning class secured 
their release fropi the strictly feudal burdens, the »considera- 
tion received by the Crown being solely an excise upon beer; 
and thus the vast possibilities of revenue to be derived from 
» the, composition of the feudal obUgations of the landowning 
class were sacrificed. In the revolution of 1688, however, 
there was, as Mr. Mill notes, a reaction against this sacrifice 
of the rights of the' public revenue. Indeed, the revolution 
of 1688 was, in Mr. Mill’s vieVj ‘‘a revolution made by the 
' towns against the country gentlemen. One of the fruits of 
it .was a tax on the land of four shillings in Uhe pound, which, 
at that time, may have been an equivalent for the burdens 
which had been taken off the landlords.” 

In 1692, accordingly, the lands of England were valued for 
the puiyosesof the land tax. ♦ ^ ^ 

This land tax was to be a tax, not Upon ‘ the community, not 
upon raw produce, not upon commercial ageiujies and manufac- 
turing operations, but solely a tax upon landlords, in reduction 
of their Vents :*a resumption by the State, forks own benefit 
and for the corresponding relief ef other classes, of a portion 
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of the rents arising *from the increase (^f population and the 
progress of trade and manufactures. 

The fallowing is Mr. Ricardo’s statemeift of tlie incidence 
of a land tax : 

A land^^ax, levied in proportion to the rent of land,* and 
varying with every variation of rentsj is, in effe^jt, a tax on 
rent, and, as such a tax,will not apply to that land which yields 
no rent, nor to the produce of that capital which«is employed 
on the land with a view to profit merely and which never pays 
rent, it will not, in any way, jflfect the price of raw produce, 
but will fall wholly on the landlords.^ ^ 

But if the revolution of 1^88 was, indeed, 
ceives it,*a revolt of the t(/w'ris against the countrj^ gentleman, 
the force of that movement was soon exhausted. The > iod- 
owners resumed control of English legislation ; the valuation 
<?/1692 has remamedto this day as the basis oj the Umc^ taXy 
while the rate of that tax was in 1V98 made permanent at 4 
shillings in the ]r^)uhd on the valuation of that date. It washy 
this series of acts that the right of the State to participate in the 
increase of the rental value of the lands of ,Lhe kingdom was 
relinquislv'd, in consideration of an annual payment, forever, 
of about £2,000,000. 

600. Mr. Cobden’s Dentinciation.— It was to this i;elin- 
quishment of the rights of the revenue by parliaments com- 
posed of country jgentleraen, for the benefit of landlords, at 
the expense of the general community, that Richard Cobden 
alluded in his somewhat thrpdtening speech of December 17, 
1845. 

“ I warn ministers and I warn landowners and the aristoc- 
racy of this country against forcing up6n the attention of the 
middle and industrious classes the subject of taxAtion. 

“ If they make it understood by the people of this country how 
the J^ndowners hore one hundred and fifty years ago*deprived 
the sovereign of hiS feudal rights over them ; how the aristocracy 
retained Iheir feudal rights over the minor copyh^ldefs : how 
» • 

* On the. other hand, Mr, Ricardo says, “ If a land tax be ipiposed on 
all cultivated land, however moderate that tax may be,* it will be a lax 
on produce, and will therefore false the price of produce.” * 
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they made a bargain the king to give* him four shillings in 

the pound upon their landed rentals, as a quit charge for having 
dispensed with th^'se rights of feudal service from them ; if 
tlje country understand, as well as I think I understand, how 
afterwards this landed aristocracy passed a law to make the 
valuation of their rental final, the bargain originally being that 
they should pay four shillings in the. pound of the yearly 
rateable value of their rental, as it was worth to let for, and 
then sto})jK‘d the progress of the rent by a law making the 
valuation final; that the land has^ gone on increasing ten-fold 
in many parts of Scotkxnd, and five-fold in many })arts of 
England, whilq the land tax has'remaiiied the same as it was 
on^,‘ hundred and fifty years ago ; : . . if they fcSrce these 

things to be understood, they Avill be making as rueful a bargain 
as they have already made by resisting the abolition of the 
OornfLaw.” 

.. 601, Mn Mill’s Land-Tenure Befo.rm Agitatiw*— What 
Mr. Cobden thus thn^atened in 1845, IVIr. Mill^indertook aboui 
1870 : an agitation of the whole question of taxation, and an 
active inquiry int^ the right of the landlord (dass to re(;eivo 
the progressive increase of rents. , 

The following is an extract from the programme of the 
* Lan<],-Tenure Reform Association,' of which Mr. Mill was 
President : 

“(IV.) To claim for the benefit of the ^tate, the Intercep- 
tion by Taxation of Eie F utiire Unearned Increase of the Rent 
of Land (so far as the same can, bo ascertained), or a great 
‘part of that increase, wh^ch is vontimially taking place with- 
out^ any effort or outlay by the proprietors, bierely through 
the growth of population and wealth ; reserving to owners 
the 0 })tion of*' relinquishing their l)roi)erty to the State, at the 
market value which it may have «>acqui red at the time when 
this principle may be adopted by the Legislature.” 

6*02. What Shall be Said of the*Pqiiity of this Proposal? 
— In tlmir appeal alike to history and to poiitical equity, I 
can not see that the Land-Tenure Reformers, under Mr. Mill’s 
leadership, were wrong. That (1), by the original Teutonic 
constiturions the land belonged to the tribe or th^ community. 
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and not to individuals, and was generally cultivated and en- 
joyed in common or by rotation of ttmure, that (2), even when 
permanence of individual posscj^sion Was ekablisbed and titles 
were created, the occupation of land was*charged with duties 
to the Statsi, both of fiscal contribu,tion and of ixTsonal ser- 
vice, which were onerous, and which tended to inm^ase as the 
needs of the State increased and as the rental value of the 
land increased ; that (3), in Europe, generally, When tfie oc- 
cupiers of land were released from these duties to the State, it 
was upon a consideration wJiolly inadequate or upon no con- 
sideration at all ; while that release was (*()nt;e^(‘d by the land- 
owning class, as the ruling class, to themselvt»< as parties in 
interest, in a way which in this age would be regarded as cor- 
rupt ; and that (4), +he unqualilied ownershij) of land l'^us 
established, enables th^e land-owming class to reap an unearned 
beiH'fit, at the ex])ensp of the community : the^^e propositions , 
seeni to me indisputable. 

503. What its Expediency? — As a measure of politi- 
cal expediency, how'ever, the sclnune of the assumption by the 
State of die increment of land, appears to ime fatally defec- 
tive. f 

In the first place, it must be observed that a large part, at 
best, of the possible mis(*]fief has already been doiu‘, beyond 
repair, in tfie surrender ol the rights of the con inunity to 
individuals. As tl;at surrender is now generations, even cen- 
turies old, and as much of the land has changed owners, some- 
tinies over and over again in, the interval, many of the present 
possessors having paid the fuirpyce*of to-day, in good faith, 
under existing arrangements which were fully sanctioned>by 
l|iw, it would be simple robbery^ for the State to ricassert its 
interest iij the land without fully indemnifying oVners. This 
tl^i English Land-Tenure Itidorm Association, in their pro- 
graiv%me already qtioted, fujly acknowledged. They^roposed 
tc “reserve to owner8*the»bption of relinquishing their jirop- 
erty to the StaJte at the market value which it may have 


*It will be seen from what follows that it is only in this respect that 
Mr. Henry Ge«rge’s proposal differs from that of Mr. J^Iill. * 
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acquired at the tirae^when this-principle may be adopted by 
the Legislature.” ‘ 

It i^ only, then, io the future increase in the value land 
that this scheme woftld apply. Such a limitation of its scope 
woul^not only greatly reduce the importance of tk»e benefit to 
be derived ly the State *in every community, but would deprive 
it of all significance in many communities* where land 
has doiibtle^fs already reached its maximum value. 

But, secondly, government could, by the confession of the 
Association, not realize through* this selieme all that is left 
after the foregqing deduction has been made. Inasmuch as 
the State is bound to be very careful and solicitous not to do 
injustice, the appraisement of the present rental value^ or 
caj)ital value of estates, in the administration of silch a scheme^ 
must be very conservative. This, agaip, is admitted by Mr. 
Mill.' “ It is not necessary,” he says, enforce the rights 
of the State to the utmost farthing. A large margin should 
be allowed for possible miscalculation.” f Y/‘t such an allow- 
ance would diminish, by just so much, the inducement to the 
State to assert itJ^ interest in the lands now held by in’dividuals. 

604. How About Depreciating Property ?—Thk’dly, it is 
clear, that the State, if it will claim the benefit of all increase 
in tb? value of lands resulting frohi the growth of demand, 
due to general causes affecting the increase^of tlm community 
in numbers or ju’oductive power, is bound, in equity, to make 
good all losses arisii/g from the decrease in the value of laiidi? 
wdiich results from the decline ol’ demand due to general causes 
acting in the oj)posite diVec^ioh. If ' the so-called proprietor 
of iand is not to be allowxHl to reap any gain not brought 
about by his own exertions, he must, in simple fairness, b,e 
protected against losses wdiich nq vigilance or effort of his 

*For example, all over England,”Treland and Scotland, agricultiy’al 
rents have* been steadily through .the past ten years or morA So 
it has been in many of the States of the A^nerican ijnion. 

f No cfne who hks studied with care, as Mr. Mill liad done, tJie question 
of “Unexha«sted Improveivents ” as an element in tenant right, could 
fail to apprecia^i ‘ the appalling difficulties which would attend the 
appraisement ofreal estate for a purpose like that in view of the Land- 
Tenure lieform Association. 
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could have averted. » Heads I win: tails you lose,” is not a 
^ame at which the State .can,' in fairness or decency, play with 
its citizens. 

The range of this consideration is not; a narrow oiJe. In 
almost every community, even the most flourishW, the 
phenomenon of declining values is seei^side by side withlnat of 
rising values. Notwithstanding the large increase during the 
past twenty years in the aggregate value of real 4 ?state in the 
city of Boston, for instance, there are extensive sections where 
houses will not bring any thing neai- their j)ri(*e at the begin- 
ning of this period. Now^ if, in 1807^ the principle of coVlect- 
ing for public uses all excess of rents above*"^]iose prevailing 
at that date, or, at the option of the owner, paying the capital 
value of the property and assuming the ownership, had ^>''‘en 
adopted by competent authority in and for the city of Boston, 
the city w^ould now" be paying to thousand of })rpj)erty 
holders considerable annuities, representing dehciencies in 
rental value which have occurred since 1807, or else it W'ould, 
which is more pVobable, liave come into possession of street 
on Streep of houses and stores whose ow ners [)referred to sur- 
render their property at their capital value in 1867. 

606. h'ourthly : — Practical objections might be multiplied ; 
but it will be sufficient to., refer to tjie official jobbery, trick- 
ery^and corruption which w’^ould be involved in the manage- 
ment by the’ statd of all the landed property of tiie country, 
either in an atterajit to administer it pijodiu^tively, or in the 
occasional re-valuation and re-leasing of it in })arcels > suit 
the occasions of indivicjuals. ^ To giy view^, the condition of. 
things that wo?dd result would lie simply intolerable. When 
we contemplate the history of e\ en petty transactions of a 
like character, on the part of our national govA'rnmcnt, or of 
the severill state governm^rjts, it seems impossible to believe 
tkat any inducem,ent should ever draw the American people, 
traditionally jcak)us.>of i;he enlargement of governmental 
powers, X)n to t}ie adoption of such a measure: 

MB, HENRY GEORGE’S CRUSADE. 

606". The proposals for tj^e nationalization of the land, offered, 
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as we have stated, by^Mr. Mill in 1B70, while they received 
much serious consideration from economists and publicists, 
aroused no popular excitement. In 1879, Mr. Henry George, 
then ()i‘ San Francisco, published a work entitled “ FiOgress 
and I^verty,” which, about 1883, began to command public 
attention in^an extraordinary degree. During and since that 
year, the agitation of the question of the public or private 
ownership the soil, has gone, forward with increasing 
vehemence, until now (1887), both in Great Britain and in the 
United States, large bands of enthusiastic disciples, call them- 
selves by the name of the autlior of “Progress and Poverty.”^ 

Mr. George’s practic^al ])roposals require but brief notice. 
Tl^py differ, from those of Mr. Mill^ only in the singlo respect 
that, while Mr. Mill, like an honest man, contemplated the 
full compensation of the existing body of owners of land, 
according to the value of their several properties, at the time 
the scheme should be adopted and proclaimed by adequate 
authority, Mr. George repudiates any ^such obligation 
on the part of the State, and proposes to confiscate the entire 
value of the land. The attempted justification . for this. 
})recious price of villainy is found in the mere, bald^ assertion 
of Mr. Henry George, that the State never had the power tcA 
give .a title to any parcel of land to any person, for anyi 
purpose ; and that, therefore, all land titles are, from the 
beginning, void. Under this scheme, aliKc the man who^ 
cultivates broad tracts for profit, and the man who oc.cupies a 
corner with his humble dwelling ; the man who inherited land 
from his ancestors, and tlie man wlv> has bought land with 
the^savings from years of labor, would find themselves dis- 
poiled without redress or recompense. Even where the 
government itself sold the land and put the proceeds into itk 
treasury, Mr. George would have the government confiscate 
the property, without refunding the price ! 

Mr. George is, indeed, good duo ugh to say that he will 

* Neither Mr. Mill nor Mr. "George proposes that the title of land shall 
pass to the’istate. “They agree on the plan of advancing the taxes upon 
the land sq as to confiscate the successive increments of value. 
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allow iiifiprovemoiils*()n tliV land to remain tin? ])r()|jerty of those 
who made them, although, as lie justjy remarks, improvements 
made by any person on land not his, owft, appertain to the 
land aM pass with it. The gratjification,n at u rally felt*at this 
magnaniim^us pro}>osal is, however, qualitied hy the relh‘ction 
that, if the sovereign autliorit}^ of a nation, with the full con- 
currence and glad consent of all its citizens, generation after 
generation, can not, as ^h. George assures us, i^vail to give 
the faintest title to the smallest parcel of land, j>ossihly ]\lr. 
George’s single permission to tlie unha])]>y intruder to retain 
possession of his improvements niigjit not pr<>ve concKniive. 
In another generation, or perha])S another '^^ ea"*, some new 
apostle erf a regenerated humanity uiiglit heconie a candi(l^tc 
for the Mayoralty of New York, on the issue of confise.-^lng 
land improvements. 

So much for ]\lr. G’eorge’s practical prope v. 's. I wiV not 
insult my readers hy disemssing a })roject so steep(M.l in infamy. 

• 507. Mr. George’s View of Kent.— -In supi)orting these 
})roposals, however, Mr. George Inis juit foi'ward a theory of 
the relation of Rent to the other shares of the ])foduct of 
industry ,^which has imposed u]»on so many })ersons that I deem 
it worth while to state and refute it here. Mr. (h'orge’s view 
of Rent, as a factor in distribution, affords the key to tly col- 
location of the words, Ih ogress and IhAcrly, in the title of 
his work. The subject of that work is Rent ; and Rrogrc*>s 
and Poverty is, in Ids ojdnion, an api)ropriate title for a treat- 
is^on that subject, inasmuch' as, according to his themy, all 
social and industrial p’pgress* doef:::| vso long as land remains' 
private })ropert'y, that is, so long as rent is })aid to au}^ bul^the 
State, not only naturally but n<‘cessarily and inevitubly, cause 
poverty to increase, at a constantly accelerating ratio.) To 
use his own language lrv;espective of the increase of popu- 

the effect of improvements in methods of production and 
^fCchange is to indreas^ The proof of this proposition 

is as folft)ws t 

“Demand is not a fixed quantity that increases only as 
population increases. In each individual It^rise^ with his 

power 'of getting the things demanded 

* • 
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“ The amount of wealth produced is nowhere commensurate 
with the desire for weajth ; arid desire mounts with every 
additional opportunity for gratification. * 

This being the j;ase, th^ effect of labor-saving iniprove- 
ments will be to increase the production of wealthy. _Now^ for 
the production of wealtiii, two things are required, labor aind 
land. Therefore, the effect of labor-saving improvements 
will be to ex/, end the demand for land, and v/herever the limit 
of the quality of land in use is reached, to bring into cultiva- 
tion lands of less natural productiveness, or to extend cultiva- 
tion, the same lands to a point of lower natural praductive- 
Iness. And tlnfs, while the pnmary effect of labor-saving 
iimj)rovements is to increase the power of labor, the st?condary 
jeffect is to extend cultivation, and, where this lo’VY.ers the mar- 
gin of cultivation, to increase rent. . . . 

“ X^ius, wliere land is entirely ap})ropriated, as in England, 
or where it is either aj)propriatcd or is capable of appropria- 
tion as rapidly as it is lu'edcd for use, as in*'the United States^ 
the ultimate; effect of labor-saving machinery Sr improvements 
is to increase rent, without increasing wages or inteijest.) 

“ It is imj)ortant that this be fully understood, for^it sliows 
that effects attributed by current theories to increase of popu- 
lation are really due to the progress of invention, and explains 
the otherwise pcr])lexi7ig fact that laborlsaving machinery 
everywhere fails to benefit laborers,” 

And he concludes, , after repeating and further illustrating 
this vi(*w of the effe(;t of prodiu<ive improvements and inven- 
tions, with the following cHalicized ppposition : “Wealth’, in 
all its forms, being the product of labor applied to land, or 
the products of land, ^ny increase in the power of lalx)r, tlie 
demand for wealth being unsatisfied, will be utilized in pro- 
curing more wealth, and thus increase the demand i’or land.” 
And so, to use his own phrase, labor can nqt reap the bei^effcs 
which advancing civilization brings, bee;aust they are “ inter- 
cepted,” that is* intercepted by ren£. 

That it nvay not be supposed that I am misrepresenting Mr. 
George, ar omitting any qualification of his propositions, I 
quote another extended paragraph.. * 
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‘‘ Land being nect^sary to labor ^ and being reduced to pri- 
vate ownership, ei^ery viorease in the^roductive power of labor 
hut increases rent, — the price that laboi%mus^ pay for the oppor- 
tunity to utilize its })o\vers; and thus all the adva)itages'^^imdi 
by the march of progn ss go to the owners of land and rouges 
do not increfise, Wag(*s can not increase ; for, the greater 
the earnings of labor, the greater the price that labor must 
pay out of its ear/iings for the opj)ortunity to make an}' earn- 
ings at all. The m(*re lalmrer has thus no more interest in tlje 
general advance of })roducti>e ])o\ver than the Cuban slave 
has in advance* in the price of sugar. And just as an ad^-ance 
in the price of sugar may mUke the conditftm of the slave 
W'orse, by inducing the master to drive him harder, so may ^he 
condition of* the free laborer be positively, as well as relati'^. . ly, 
changed for the ■worse by the increase in the jwoductive power 
of his labor. For, begotten of the continuous /ance of vents, 
arises a speculative tendency wliich discounts the effect of 
future improvements by a still furth(*r advance of rent.” 

508. The Second Count of the Indictment — The last sen- 
tence introduces Mr. George’s second count in his arfaignnient ^ 
of rent, gs the great social criminal. 

Please carefully to note the point. The necessary, immedi- 
ate andilirect effect of any .addition, from whatever source, • 
t o the productive power of labor, is to increase rejits by just 
that amount, so that nothing is left to go either into enhanced 
wages or enhanced profits, the landlord taking the entire," 
iii^crease, whatever that mav be. 

But now another f(Tce enters, ^ actually to deplete* the* 
already starving laborer. This Ts ^he speculative advance in 
land, Owing to the expectation of lurtlfer increments of value 
at the expense of the community. 

‘‘We Imve,” says Mr. G(*»n*ge, “ hitherto assumed, as is gen- 
etaPy assumed in elucidations of the theory of rent,^ that the 
actual margin of cultivation always coincides with what *inay 
be termed the iiecessary margin of cultivation, — ilfaX is to 
say, we have assumed that cultivation extends to dess produc- 
tive points only as it becomes necessary freftn the* fact that 
natur^ opportunities are at the mon* productive points fully 
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utilized. This, probfibly, is tlje case \n stationary or very 
slowly progressing communities ; but/in rapidly progressing 
eommunitibs, wheVe the swift and steady increase N)f rent 
^ivesVonfidence to .calculations of further increase, is not 
the case. In such communities, (the confident expectation of 
increased prices produc4»s, to a greater or less extent, the effects 
of a combination among landdioldiira,, and tends to the with- 
holding of land from use, in ex])ectation of higher prices, thus 
forcing the margin of cultivation farther than required by the 
necessities of production.’^ 

609. The Third Coupt.— But tliis is not the end of the mis- 
chief attending*tlie private owntrship of land. We have now 
thp third and final count in this arraignment. { The*^ specula- 
tive holding of land, just described, becomes, nn turn, the 
cause of incessant mdustrial disturbance, and of those great 
j)eriqdic convulsions of production and trade which involve 
the laboring classes, i)oor, inert, and unapt to travel or to- 
change of oecu])ati()n, in the deepest distress. ^ 

“ Production,” says Mr. George, in exjdanation of an 
assumed industrial crisis, “has somewhere been checked, and 
this reduction in the supply of some things has sho/vn itself 
in cessation of dcmiand for others, the check propagating 
itself through the whole framework of industry and exchange. 
the mdu strial pyramid manifestly rests on ^he land. 

“ The primaiy and fundamental occupations, which create 
a demand for all otlvu's, arc evidently those which extract 
wealth from nature, and hence, If^we trace from one exchange 
})oint to another, and fr«iu one occupation to another, this 
chejk to production, which shows itself in decreased purchas- 
ing powei*, we must uftimately find it in some obstacle' which 
checks labor m exj^ending itself onjand. 

“ And that obsta(;le, it is clear, is the sp(*(;ulativc advance in 
rent, or the value of land, which produces the same effects as- 
(in fact, it is) a lock-out of labor and dtipit&l by landowners. 
This ch(?ck to prbduction, beginning at the basts of interlaced 
industry, prepagates itself from exchange point to exchange 
point, cessation <3f supply becoming •failure of demand^ until, 
so to speak, the whole machine is thrown out of gear, and the 
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spectacle is evcrwhei*e presented of labor going to waste 
while laborers suffer from.want.” 

610 . 'Uhis concludes Mr George’s arraignment of private 
property* in land* If these successive , counts can bt» sus- 
tained, he is^ully borne put in his conclusion that “the neces- 
sary result of material ])rogres8 — land being private j)roperty 
— is, no matter lohat the increase in population, to force lalx^r- 
ers to wages which give but a bare living;” or,^as he else- 
where expresses it, that “material progress does not men*ly 
fail to relieve poverty, it actually j)roduces it or, again, 
that, “whatever be the increase of jwoductive power,^i‘nt 
steadily tends to swallow^ up tl/e gain and more^han the gain:'*'* 
or, again, •that “the ownershij) of the land on \\^iich and from 
which a map must live, is virtually the ownership of 
man himself, and in acknowledging the right of some individ- 
uals to the exclusive use and enjoyment of the ♦ arth, we^con- 
dernn other individuals to slavery, as fully and as completely 

though we had formally made' them chattels.” 

To a man who fielieved but a smad fraction of this, tlie con- 
olusion which Mr. George announces at the close of tl/^ follow- 
ing paragpph would appear irresistible : — 

“ As long as this institution exists, no increase in productive 
power can permanently beiaefit the masses, but, on the con- 
trary, must tend to still further depress their condition/. . , 
Poverty deepens ih wealth in creases, and wages are forced 
down while productive ])ower grows, because land, which is 
the source of all wealth and the held of all labor, is monopo^’^ed. 
To extirpate poverty, to piako ^I'ages^what justice commands 
they should be, Ijie full earnings of the laborer, we must there-, 
fore substitute for the individual ov nership of land a comnkon 
ownership.” 

611 . Ekamination of IjCr. George’s Propositions.—I 

beMeve I have presented, in the foregoing extracts, every essen- 
tial feature of Mir. G^porg^’s economic system, without sup- 
pression ^r perversion. L^t us now take up, ig inverse order, 


* The paragraphs following are condensed from my work,* Lund and 
Its Rent! 
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Mr. George’s three capital propositions. And, first, how much 
is there in the view that .commercial disturbance and industrial 
depression'* are chiefly: due to the speculative holding of 
land?' 

I That land, in its own degree, shares with other species of 
property in the speculative impulses of exchange, is a matter 
i of course. Elvery body knows it ; no one ever thought of 
Idcnying it. * Mr. George makes no point against private prop- 
erty in land, however, unless he can show that it is, of all 
species of property, peculiarly the subject of speculative 
;impA«\ses. Now, this is so far from being either self-evident or 
established by ’adequate induction, that the contrary is the 
general opinion of economic writers. Of all species of prop- 
erty, land, especially agricultural land, starts late^st and stops 
earliest in any upward movement of prices, as induced, for 
instance, by a paper-money inflation, which perhaps affords 
the best opportunity for the ^tudy of purely speculative 
impulses. 

612. We now come to Mr. George’s second count. The 
allegation that the enhancement of the value of lavd, above 
what should be regarded as the capitalized value of its present 
prouuctlve or income-yielding power, ^withdraws large bodies 
of land from cultivation, thus driving labor and capital to 
poorer and more distant soils, in order to secure the needed 
subsistence of the community, can only be characterized, so 
far as all the agricultural* uses of land arc concerned, as a 
baseless assumption, for ’which not a particle of proper statis- 
» tical proof can be adduced, and which is directly contrary to 
•tile reason of the case. . »• 

Because, forsooth, a man is holding a tract of land' in the 
hope of a rise in its value, years hence, does that constitute 
any reason why he should refuse to rent it, this year or next, 
and get from it what he can, were it no more than enough to 
pay" his taxes and a part of the interest on the money borrowed 
to caity ” the 'property ? How unreasonable to assume that 


^ * It will be obsei ved that in the extracte quoted it is evUimtion which 
is spoken of. ^ 
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j men owning good prt)ductive, land will^ refuse to allow it to 
;be cultivated now, simply because #they cannot get for it 
I a rent Which corresponds to w^at t^y look fofward ulti- 
imately'^o realize as its capital, price ! • ’ 

TJndoubteidly the speculative treatment of building lots does 
cause a certa-^n amount of city real estate to be Jicld out of 
use. Nobody needed 3\Ir. George to tell him this ; but that 
the amount of land so reserved is such as seriousjy to retard 
the development of population, trade, or manufactures, except 
in a craze like that which sejA^d tlie people of San Francisco 
in 1868,* seems highly improbable. , 

613. Progress andPoverty?—Letu8 now ^focced to deal 
with Mr.* George’s main proj)osition, th» proposition to whjch 
the others are subsidiary. If this be established, it reallv .b>e8 
not matter much whether the others are true or not, since the 
condition of humanity under the grinding press wi-o of this/nain 
force will be about as bad as it could bo ; while, if this be dis- 
proved, Mr. Geo^^’s whole system must break down ridiculous- 
ly, leaving it to matter little whether the minor evils attributed 
to the private ownership of land be found ^to have* any real 
existence* or not. This it is which constitutes the original 
feature of Mr. George’s book, the proposition, namely, that, 
“irrespective of the inci^ase in population,* the effect of 
improvements in methods of production and exchange is to 
increase rent ; ” tliis effect being carried so far that “ all the 
advantages gained by the march of progress go to the owners * 
04 land, and wages do not increase,” the laboring man Laving 
“ no more interest in th') geiie:*al^ advance of productive jiower* 
than the Cuban slave has in advance in the price of sug^ar,” 
capita? also, in its turn, suffering, and to an equal extent, 
since, as Mr. George states, the effect of* labor-saving 
machinery or improvements is to increase rent without 
i^cijpasing either voagee or interest, 

* This u episode, consequeift on tlie fast approiiching q)mpletion 
of the first trans-continental railway, appears to have profoundly 
affected Mr. George's mind, and have prbduced in him the belief that 
what there and then took plabe, under extraordinary qrcumltances, is^a 
common inci^nt of land ownership. 
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Now this is not only false, but Hdiculously false, blunder 
being piled on blunder, tc^ reach a conclusion so monstrous. 

614. In the first »t)lac;f^, the j^)roposition is contradi/jted by 
plain iacts of comnion observation and by unimpeachable 
testimony of industrial statistics. The laborer has .gained in 
^ges tlirough tlie labor-saving inventions and iijjprovements 
of modern times. Speaking of England, Sir James Caird 
says : “ Tlie ,lal)orer’s earning power in prooiiriiig the staff of 
life cost him five days’ work to pay for a bushel of wheat 
in 1770 , four days’ in 1840 , and t?vo and a half days’ in 1870 .” 
So uil<ich for bread. “Thirty years ago,” says Sir James, 
“ probably not (hie-third of the -people of this country con- 
sumed animal food in^re than once a week. Now, nearly all 
of them eat it in meat or cheese or butter, once a^ay.” .The 
same high authority adds : “ The laborer is better lodged 
than Jlie ever was before.” We need ho one to tell us that 
the laborer’s power to j)urchase manuiactured articles has 
increased, since 1770 , much more rapidly than his power to 
purchase agricultural produce, wdiether animal or vegetable. 

To the Assertion of Mr. George that even the capitalist gains 
nothing by inventions and improvements in the agencies of 
trade or manufactures, because the landlord usuqjs and absorbs 
all possible increase of productive power, what better answer 
can we give than that of Professor Emile de Laveleye, himself 
a qualified advocate of the state ownership o*f lancl ? 

“ Who occupy th^ pretty liouses and * villas which are 
springing up in every direction in all prosperous towns ? Cer- 
tainly, moie than two-tk^ rds of thq^e occupants are fresh 
capitalists. The value of capital engaged in industrial enter- 
prise exceeds that of la*nd itself, and its potoer of accumulation 
is far greater ^than that of ground rents. ... We see, thenj 
that the increase of profits and of interest takes a mfich larger 
proportion of the total value of labor, and is a more gen^r^l 
and ‘powerful cause of inequality, than tiie increase of rent.” * 

616. 6o much for industrial statistics and fjicts of bommon 
observation.*- Let us now ^urn to the reason of the case. And, 


* Contemporary Review, "^November, 1882. 
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first, let us recite Mr; George’s own argi^ment. ‘‘ The effect,” 
he says, “ of labor-saving improvements will be to increase 
the production of wealth. No\y, for tl^e prbductiori of wealth, 
two thirfgs are required — labor an4 land. Therefore the*effe(^‘t 
of labor-saving improA ements will be to extend the demand 
for land.” 

A pretty piece of reasoning this ! Two things are needed 
for the produetioh of wealth, land and labor ; Iherefore an 
increase of production Avill “ extend ” the demand for land, for- 
sooth ! But why not also fophihory since both are concerned 
in production ' 

But Mr. George is further ill error, even, tl/j^ii would so far 
appear. '^Ile has got the thing exactly strong. It is not on^ly 
true that ari increasc*d production of Avealth 7nay invob.- an 
enhanced demand for labor as well as for land ; but it is also 
incontestably true that the increaNed produc '.ion of Avealth 
rarely if ever causes an increased demand for land Avithout a 
c'or responding denland for labor, while, on the contrary, an 
increased production of Avealth ma} cause an enormous incu’case 
in the demand for labor Avitliout enhancing the demand for 
the products of the soil in any dt‘gree Avhatsoever. 

Here is a pound of raw cotton, the production of which 
makes a certain demand, drain, upon the land. Tc^that ' 
cotton may be applied the labor of one operative for half an 
hour, worth, sa}^, hve cents. »Su(a*essive dtmiands for the pro- 
duction of wealth may lead to the apjdu'ation of, first, a fidl 
hour’s labor, then of tAVO hours’, then of three, four, 01 five ; 
finer and finer fabrics Vdng Rucc<«;sively produced, until at 
last 'the pound- of cotton has been wrought into the n\pst 
exquisite articles. Mr. George says that the wholp effect of 
any increase in the production of w'ealth is to** enhance the 
demand for land. Here is adarge increase of production, two- 
fo?d{i threefold, tenfold, with no additional demand, <or drain, 
upon the soil. 

616. ^ut I g« further, and assert, without *feaj of*contra- 
diction, that not only is no increaso»in the demand for land 
uecessarilyjnyolved in anfincreased produetioh pf w^fdth, bujt 
that the enhancement of the demand for land, in the*progress 



POLITICAL ECdNOMY, 


C425 

of society, habitually ^falls short of‘ the •enhancement of the 
demand for labor, the inoreale of production taking two great 
forms, — onh whiclf involves no increase whatever*' in the 
njaterials derived from tlie, soil ; the other in wlfich the 
increased demand for land falls short, generally far short, 
often almost infinitely^ short, of the increased ^demand for 
labor. 

Let us lool: around. I have cited one infitance, that of the 
use made in the mill of a pound of cotton, manufactured 
successively into fabrics worth, perhaps, twenty cents a pound, 
thett^i^^hirty, then fifty,, then one dollar* This is not an 
extreme case. , 

.Here is the rude furniture of a laborer’s cottage, worth 
perhaps $30. The same amount of wood may be made into 
furniture worth $200 for the home of the clerk, or into 
furn^.ure worth $2,000 for the home of the banker. The steel 
that would be needed to make a cheap scythe worth eighty cents 
may be rendered into watch-springs, or ‘^surgical or philo- 
sophical instruments worth $100 or $200. A gentleman of 
means go‘es to Delmonico’s, and pays two, three or fiye dollars 
for a dinner which makes no heavier drain upon the productive 
essences of the soil than a dinner of corned beef and cabbage 
for 'v^diich a laborer pays twenty-five cents. A part of the 
difference between the })rices of the two dinners, to be sure, 
represents the cost of an expensive business stand ” on Fifth 
Avenue ; but by far rhe greater part represents service of one 
kind or another, at one stage or*another, in making the dishes 
exquisite ih appearance and flaror, in«serving them neatly and 
elegantly with all the appliances of taste and fashion. ‘"Our 
gentleman^ before dining, had perhaps been measured for a 
pair of boots ^ for which he was to pay $12 or $15, yet con- 
taining no more leather, and so ii»aking no more draught upon 
the productive essences of the soil, in the way of nouri^ibg 
the^animal from which the leathert«was*cut,Hhan the laborer’s 
$3 pair*of ‘‘stories ” ; he had also ordered a suit of clothes for 
$60 or $75, •at his tailor’s, no thicker, no warmer, containing 
no more ‘fiber, Than the laborer’s *$15 tweeds. In all these 
cases (and they fairly represent the facts of jgersonal con 
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sumption in modern feocioty) the main clause for the excess of 
value in products of higher pricfe is, not the use of a larger 
quantitj^ of material, involving ^ greatj^r dehiand orMrain upon 
the proluctive essences of the ^oil, hut the application qf 
tnore labor to the same quantity of material. 

617. How^Par Mr. George is in Elbror. — In contradiction, 
then, of Mr. George’s proposition that tlu‘ entire? effect of an 
increase of production is expended in raising rents, neither 
wages nor the interest of capital deriving any gain whatsoever 
therefrom, rent indeed absorbing the entire gain,‘‘ and more than 
the gain,” we have seen, — 

1. That an increase of production may enlia^ce the demand . 
for labor*equally with the demand for l^d. 

2. ‘That, lin fact, in those forms of production v^^ch 
especially characterize modern society, the rate of enhancement 
of the demand for labor tends to far exccoi^ the raV? of 
enhancement of the demand for land. 

• 3. That an increhsed demand for the production of wealth 
may, and in a vast body o^* instances does, enhance the 
demand fior labor without enhancing the dpmand ffir land in 
any, the slightest, degree, tlie whole effect being exj>cnded in 
the elaboration of the same amount of material. 

4. We have now only to show, in the fourth place^^that, 
instead of all imj)rovements and inventions increasing the 
demand for land, as Mr. George declares, the most numerous 
and most important classes of improvements and inventions 
acfqally operate powerfully, directly, and exclusively, in 1 educ- 
ing the demand for land,»-we have, 4 say, only to show this, to 
convict this writer of the grossest incompetence for cconqpiic 
reasonibg. This it will be easy to do. \ * 

*618. Influence, upon Eents, oflmprovemefitB in Trans- 
portation!— With few exVptions, all improvements and 
infqptions fall naturally under one or another pi three 
great classes,— ft r<t. tk)8e which affect manufacturing indus- 
try ; thpse which affect transportalidn ; tjjifli those 

which affect the cultivation of the soil. 

Of these three classesjiuhas always been admitted* by econ- 
omists ‘that the £rst t^ds tto enhance the demand /or landj 
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and thus to raise ren^ts, althougli, as we 'have just now seen, 
not necessarily, or iiideed^ usually, without also enhancing the 
demand foi* labor tind ’^capital^ and thus raising wages and 
interest.) The two\ remaining classes of improvements and 
inventions tend directly, and indeed operate exclijisively,* to 
reduce the demand for land, leaving, thus, the yhole advan- 
tage of such improvements and inventions to be acquired by 
either labor er caj)ital, or, in one pro})orti6n or another, by 
both labor and cai)ital. 

And, first, of improvements m transportation. I need not 
wastbitime in calling to piind the mighty strides which inven- 
tion has made, ^turing the i»ast fifty yi^ars, in this direction, 
sul^stituting for the sailing vessel of 400 tons, which carried 
its petty cargo of wheat in forty or sixty daysr« from ^ew 
York to Liverpool, the steamship of 5,000 tons, which makes 
the p^issago in nine days or twelve ; substituting for the tedi- 
ous wagon carriage which in forty or fifty miles, ])crhaps in 
t^venty or thirty OTily, ate up the whole valtie of the freightj' 
carriage by steam cars, drawn on steel rails, which, allowing 
for transihwt froni Dakota to New York, heaves enough of the 
value of the freight to j>ay for the ocean passage and for the 
siqiport of the })rodncer upon those distant ]>lains. Add the 

* telegr^apli and the fast mail, for transmitting orders and trans- 
acting sales, and one will hardly question the assertion that 
the greatest of all the classes of im})rovements and inventions 

' effected within the Jast half-century, has been that which 
relates to transjiortation. » 

* Is it the‘efi‘ect of impnoven»jnts of this class to enhance 

ren^s? Absolutely and exclusively the revense. Whatever | 
quicLens and cheapens transport, acts directly hi tlie reductioji 
of rents, and ^'-an not act in any other way, since it throws out 
of cultivation the poorer lands previously in use for the supply; 
of the m^j*ket, enabling the better soils at ar distance to 
theif place, thus raising the lower ]ijnit,*<or, d’s it is called, the 
“ margin” of cihtivation, and thus reducing rewts. ^ j 


* “ Irrespfective^of the increase of populafion,” to use Mr. George’s own 
voluntary qualification. 
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519. Influence, u|)On ^ents, of Improvements in Agricul- 
ture.— I>ut, secondly, take the case; of agricultural improve- 
ments and inventions. Here the effect omrents is*not so sim- 
ple. ¥l‘t it is perfectly demonstrable (hat^ of the two gtoups * 
into which, such inventions or improvements are divided, all 
of one kind '^iminish rent in a certaimdegree, while all of the 
other kind diminish it in a much higher degree. 

i'J'he two kinds V)f agricultural improvements apd inventions 
referred to are : 

First, those which do not actually increase the amount of 
produce, but diminish the labor and expense by whicj^'ithat 
amount is obtained, such aff the imp roved \onstr notion of 
tools, 01 * the introduction of new instruments wdiich spare 
rnantial labc^r. 

Second, those wliicdi enable the land to yield a greater 
absolute produce, sucfi as the disuse of fallov > by mejyis of 
the rotation of crops, the introduction of new vegetable species, 
•the introduction oT new and more powerful fertilizing agents 
or a better appfication of familiar manures, and mecbanical 
inventions, like sub-soil plowing or tile-draining, ' 

Now, improvements or inventions of the first class, as, by 
the supposition, they do not increase the produce of the land, 
so tho}^ do not, sup})osing 4;liem to be (equally a]>plicable^to all • 
grades of soil, diminish tlu* share of that produce going to the 
landlords as rent.* But while the actual number of })Ound^, , 
bushels, etc., of agricultural products g^ing to the owners o^ 
the^ soil remains the same, in ‘the face of such iinpi^n . iuents 
and inventions, those pr^nlucts^are cheapened through the sav-* 
in^^)f labor in ♦their production. Thus, while rents rernai^ the 
same,*m Jcind^ their money value, or ^ower to purchase the 
products of other branches of industry or the services of other 
classes of producers, is (fiminished in just so far as such 
illij^rovemcnts are effectual. ^ 

620. Next, it clear that those agricultural improvements ' 
and invbntions^which enable a given area to* yield Jt greater 
quantity of produce, act even more# directly in 3iminution of/ 

5 S 

^ * As justly chiiracterized by Mr. J. S. Mill. • 
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jrent. Take, for illustration, the disuse^^of fallows by rotation 
of crops. Formerly it was though t« necessary to let even the 
best land lib out of*cult^vation one year in three or foar. On 
the cohtrary, it is nW perfe^jtly established that, if ^ops be 
duly varied, land may be continuously cultivatj3d without 
exhaustion. It is evident that this discovery is equivalent to 
increasing tlie capacity of any tract by one-half or one-third : 
so that, for ? given amount of agricultural ‘produce required 
for the sustentation of the community and for the raw mate- 
rials of manufacture, such an improvement would allow vast 
bodi5ir,,of the poorer grades of soil to be thrown out of cultiva- 
ftion, thus dimiipishing (paragraph 257) the aggregate amount 
itojbe received, as rents, by landlords, in that community. A 
similar effect, in a greater or less degree, would be ^)rodnc#d by 
tlie introduction of new and more powerful fertilizers, or bj 
fiub-spil plowing and under-drainage. 

.^621. Summing up.— We thus see thaf all real agricultural 
inventions and iniprov(‘ments tend, as all Improvements and 
inventions in transportation tend, dire(‘lly and t xchisively, to 
diminish lents. So that of the three graml classes ii\to which 
industrial improvements and inventions are divided, t,wo act in 
a direction exactly op})osite to that in which Mr. George’s 
» theory would require them to act, -Of the third grand class of 
improvements and inventions, viz., those relating to manufac- 
tures, we have admitted that some do, by falling for larger 
* amounts of raw^ material, enhance the demand for land ; but 
we have shown, that in these very cases, the increase in the 
‘demand for labor is almost) alw^ays eqjjal to tlie increase in'tfie 
denjand for land, is often greater, is sometimes, vastly gro^icer! 
We have, also, shown fliat there are other, still more numerous 
and more important, iinprovements and inventions in manufac*- 
tures which do not enhance the Ijyfd in any degree, Vhile they 
call for g^reater and still greater applications of labor to^tfce 
same amounts of material. 

Can awy thing more be required to show how^groundless and 
preposteroui^is the view Qf the hitherto unsuspected import- 
ance of rent as n factor in the distribution of wealth, which 
Mr. George has presented as a marvelous discovery iit econ- 
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omics, and upon ke has built his pretentious Buper< 

Structure : the necessary .relation of Progress to Ever Increas- 
ing Poverty ? That such an argument should for a moment 
have ii^posed upon anybody, is enough t J give one a n«w con- 
ception of the intellectual capabilities of mankind. 

XL 


THE BANKING FUNCTIONS. 

622. ^‘The trade or profession of banking,” says 'J^ord 
. Liverpool, ‘‘ has been exercised in all counti*ies and aU ages. 
It existed in the republic of Greece and in* ancient Rome. 
These wer^ in all these States, men who received money as a 
deposit, repaid it upon the drafts of those who had intrusted 
them with it, and derived their profits from ha' ing this money 
in their custody.” * 

• Ist. Pmanciering.— In modem times, the first banks appear 
in Italy. Mr. Bagehot states that the earliest of these “ were 
finance pompanies. The Bank of St. George, at Genoa, and 
other bapks founded ia imitation of it, were at first only com- 
panies to make loans to, and to float loans for, the govern- 
ments of the cities in which they were founded.” i 

“ Financiering,” then, may be regarded as the first banking 
function developed, in modern times. In the reign of William 
and Mary certain Capitalists made a loan of £1,200,000 to thep 
English government, receiving, in consideration therefor, a 
ctarter constituting thejn the jSovgrnor and Company of the. 

of Engl^tnd, Robert Morris’s Bank of North America 
Lad awery similar origin. Under the present National l^ank- 
Ing system of the United States, the bank begins by lending 
all, or ndlrly all, its capital to the government. The great 
i#aj loans of thp United States, 1861-5, were, in the main, 
floated ” by tha banks. 

628. 2d. Bo9k Credits of the Bank of Amsterdam.— The 

next banking function historically developed*,wa8 that of 
giving the people good money in place of a* medley of worn 
and clipped coins, of a great diversity of coinkges, belonging 
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to many nations. It was to serve this Lffice that the banks of 
Northern Europe were cr^eated. 

j “Before‘1609,” flays Adam ^ Smith, “the great quantity of 
clipped and worn A?reign C 9 in which Ihe extensive ^^rade of 
Amsterdam brought from all parts of Europe, reduced the 
value of its currency about 9 per cent, below ^hat of good 
> money, fres^i from the mint. Such money no sooner appeared 
than it was melted down or carried away,* as it always is in 
such circumstances.* The merchants, with plenty of currency, 
could not always find a sufficient quantity of good money to 
payAljeir bills of exchange ; and the value of those bills, in 
spite of severaj* regulations which were made to prevent it, 
bepame in a great measure uncertain. * 

“ In order to remedy these inconveniences, banh® was 
established, in 1609, under the guarantee of the city. This 
, bank, received both foreign coin and the light and worn coin 
, of the country, at its real intrinsic value' in the good standard 
money of the country, deducting only so Aiuch as was necefl- 
iSary for defraying the expense of coinage an(l'the other neces- 
sary expanses of management. For the value which ,remained 
after this small deduction was made, ‘it gave a creijit on it^ 
books. This credit was called bank-money, which, as it rep- 
« resenj-ed money exactly according to the standard of the mint, 
was always of the same real value, and intrinsically worth 
more than current money.; It was at the s'amc time enacted 

* “ that all bills drawp upon or negotiated * at Amsterdam, of 
the value of 60 guilders or upwards, should be paid in bank 

• money, wltich at once to»k awy allruncertainty in the value 
of ^ose bills.” 

It will be observed that Adam Smith calls these ^sredits 
inscribed upon the books of the Bank of Amsterdam, “ bank*- 
money ; ” but this money, if it isrto be called so, w\ll be seen 
to differ ^ widely from the bank money af to-day, alrfafly 
described : 1st. It did not circulate fi^om ^hand to hand, as 
the ordinary iliedium of effecting exchanges ; 2d'. It was 
never in excess of the amount of metallic money actually in 
the vaults on deposit. * 

c * See statement of Greshamb Law, par, 181.^ 
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524. 3d. Cancellrftfbii 6f IndebtednesB.— The next banking 
function, which we are called upon lo notice, is the Cancel- 
lation of Indebtedness. 

An eiJbrmous volume of indebtedness ajtf all times exists in 
any highly, progressive country, which has to be paid and 
renewed froy day to day. The lat)or and loss of time 
involved m collecting debts and paying moneys, with the 
probable delay and disappointment involved th^^rein, would 
be almost intolerable unless some special agency were estab- 
lished for doing this work upon a large scale and with all the 
advantages which we have found tc) result from the ^appli- 
cation of the division of l&bor. This * fuin^tion the bank , 
perform^. 

If,*in any»great city, many banks are required to carry on 
this function, these banks, in turn, establish a common agency 
for settling their mutual obligations, called a C iearing H^^use.* 

The transactions of such an institution in New York or 
liondon may amount to thirty or forty thousand millions of 
dollars a year. This vast body of indebtedness is adjusted 
through the labor of a hundredth part as, many (fierks and 
messengirs, and the u§e of a hundredth part as much actual 
money as would have been required, had each person who had 
money owing to him been* obliged to attend to the collection ' 
himself, or through his own clerks or messengers. 

625. 4tli. Excnange.—Tlie next banking function is to 
remit money and conduct exchange. , 

/ , What is termed “Exchange,” is merely the principle of the 
pancellation of indebtedjiess bt*tiYe(^ individuals oT the same • 

. city, Carried out to trading cominunities and nations. e 
shall s][leak, under a subsequent title, of tlie principles regulating 
Foreign Exchanges. , * 

This function, again, the bank to a great extent performs, 
aSdiin so doing renders the trading community an^ immense 
service. If everj^ m€^chq|nt who had to pay money in another 
city or country* were obliged to find out, for jjimself, some; 

* The subject of the Clearing House anS, indeed, all the agencies and ' 
instruigentalities of trade willbe found treated most* lucidly and justly 
in Prof. Jevqps’ work “Monty and tlie Mechanism of Exchange.” 
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person who had the right to receive miifey at that, place, at 
that time, aud perhaps in the 'san^e sum, an inconceivable 
amount of inconveiHence and delay, of vexation and disap- 
pointnfent, often rei^ltilig in commercial discredit, iw^^uld be 
experienced. 

If we may accept Mr^j Henry Thornton’s accofint * of the 
rise of the ‘country banks of England, it was ^through the 
gradual gro\^th of exchange-operations between country shop- 
keepers and those of the cities, that these institutions came, 
iilmost unnoticed, into existence., 

626 ^— 6 th.— Safe Deposit.— The fifth banking function is,tp 
serve as a place bf s^fe deposit. < Mr. Francis, in his History of 
the Bank of Imgland, attributes the rise of the city banks 
primarily to the need of this service. In the unguarded and 
unlighted London which Macaulay so graphically describes in 
his memorable Third Chapter, robberies and burglaries were 
of frequent occurrence. No man’s home 'was safe, if known to j 
contain any considerable amount of treasure^ unless barricadedj 
and defended by armed servants. The goldsmiths, having inj 
the way (xf their trade to keep large quantities of gold and 
silver, had strong houses strongly guarded. To theniy men of \ 
smaller means, private gentlemen, or shopkeepers, intrusted ; 
I what they dared not keep at homp, paying, at first, for the , 
privilege. 

In the course of time, the goldsmiths found* that* this custody 
•of funds afforded a legitimate opportunity fdr realizing a profit, 
through loaning some part of these deposits. Then the deposi- 
.tors were i>o longer requir^jd tg pay i^pr the safe keeping. * In 
^ time, the bankers came, perhaps, to pay interest on/'^che 
deposits, themselves, w^iich they loaned out to others, atJiigher 
\ rates, ;while the depositors received certificates of the value of 
j what they had left with the goldspiiths. The certificates soon 
began to circulate from hand to hand. “.These,” say^^Jir. 
Francis, “ipay be considered the'tfirsk, kiad of bank notes 
issued ifi England.” In this way ‘the goldspiths’ street in 
London, Loinbard Street, came to be the bankers’ street, the 
greatest bftnking*street of the world.* 


* In Ws famous work on Paper Ciedlt, published ^ 1803. 
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The ordinary hank'ii still, to a great extent, a place of safe 
deposit for money, family, jewels, deeds, and bonds, although 
special institutions for safe deposit are now found in manv 
large cit^fes. 

527. —eth. Deposit and Discount.— The sixth and the chief 
of the legitiniate functions of the modiern bank is to servo as 
an intermediary in the loan of capital, in aid of commerce and 
manufactures and 'other private enterprises, not n>^rely to loan 
its own capital, as in the case of the Bank of Genoa and others 
that have been spoken of, or t a conduct loans for government, 
or for great corporations. 

The technical terms, deposit and discount, J^rve to charac- 
terize this function. It is in this way that banks make th^ir 
largest cont^'ibution to the advancement of commerce r.d 
industry. This office of banking is, however, as much over- 
rated by some as it is underrated by others. Men who ar^ not 
versed in economic J')rinciples, when they see the wonderful 
-effects wrought by gathering into one great reservoir the 
wealth of ten thousand individuals, much of which would other- 
wise be hparded or unwisely applied, and conducting it thence, 
as occasions require, iw various directions, through channels 
judiciously devised to secure the highest and most effective 
irrigation of the field of industry, are apt to imagine that tlie 
bank in some way creates capital. This is a wholly mistaken 
notion. The'bank adds to the wealth of the community only 
by economizing and directing capital to the best ends. 

So important is this functien that most European winters, 
when they speak of banking, have only in mind deposit and 
As(!^nt, all other functions being held to be minor and sub- 
ordinate. 

*628.— 7th. Issue of Paper Money. — To an American, how- 
ever, theX^ord, banking, is more likely to bring up the notion 
of^per money. T^ issue of auch money is the seventh and 
the last of the banking functions which we have occasion to 
oonsider. 

That the making of money is not necessarify connected 
with deposit and discount, is abundantly established by the 
oonsenl of all writers of authority in this field,’ as yell as by 
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the example of many of the greaterf^'^ 'deposit banks of the 
world. “ Issuing,” says^Mr. NicholsonjS ‘‘ is creating money ; 
banking i^ managing money ^fter it hal s been issued.” 

' ^ ‘‘A** bank of issui^” says I^ord OversU ‘4s intriSted with 
the creation of the circulating medium ; a bank of deposit and 
discount is concerned (fnly with the use > distribution or appli- 
cation of tiiat circulating medium. The; principles upon which 
these two branches of business ought to| be*conducted are per- 
fectly distinct, and never can be reduce^ 1 to one and the same 
rule.” 

'^he great London joint-stock banks, single one of which 
holds deposits .rising into tens of million/ >> and whose ordinary 
dividends are three times as great as thf'^ose of the’ Bank of 
England, never issue a note. . 

In this country, however, the word ban k, through much of 
our history, has to most people signitfed ' little more than a 
place whore paper money was manufactur^^cd. 

629. The Banking Agencies. — Such arc^ the banking func- 
tions. The agencies by which the funct ions are performed 
may be grouped under four heads: (l|)) state b?nks ; (2), 
joint-stock banks; (3), private bank% ; bill-br^^kers and 
dealers in exchange. Tliese agents ent*cr in very different 
proportions to effect the banking v/ork to^l be done in different 
countries. In this country, so large a j^part of the banking 
work was, from the beginning of the coun^try till the outbreak 
' of the war of secession, done by joint-stoc^^ banks, that it may 
be broadly said that this was tie sole bankring agency known 
to our people, although, in a fewc citiesf ,» private banking 
hovses of high reputation were early starl ted and well ifain- 
tained, and the business of bill-broking wai| < not unrecognized. 
Under another title, we shall give a brief srketch of the pres 
ent “ National Banking System ” of theUr^nted Stated 
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630 .— The 'National Banking Sytjtem of the U. S.*— 

No bank, in the modern sense of that term, was efAablished in 
America during the colonial period. The word, bank, was indeed 
sometimes used, with reference, however, to a batch of paper 
money issued from a colonial^ treasury. During the revolu- 
tion the eminent financier, Robert Morris, established a bank 
in aid of the continental finaaces. Ifi 1 700 there wercf three 
banks in the United States ; the Dank of No Ah America, in 
Philadelphia^ established, as related, by Robert Morris, lilit 
then under a charter from the state of Pennsylvania ; tlie 
Bank of New York, in the city of that name ; and the of 
Massachusetts, in Boston. In 1701 was created the first />ank 
of the United States, with a capital of ten miluons of dollars, 
having a charter •for twenty years, with power to issue notes 
payable on demand in specie. So completely witho^it regula- 
tion and without inspegtion was the so-calle(l paj)er money of 
the United States in that period, that it is impossible to n*cov('r 
the facts of banking capifal, circulation, deposits or specie. 
Scarcely a statistical fragment survi'^es. There is reason to 
suppose that'the bfiicers ot many banks did not themselves 
know the liabilities of their own institutions. The paj^er 
money issued by such an institution, wafe, in every economic 
sense, inconvertible. TJje jtretj^nse^of conversion could only 
be ihryntained Ijy a stringeut public o})inion, hostile to the 
presentation of bank notes for red»‘mp^ion, by bank retiSia- 
tfons, and even, in frontier communities, by “lynch law.” 

531 . Oifthe refusal of Chpgrcss tore-charter tlie bank of 
th^ynited States, ^ large number of the state banks sprang into 
existence, almost #all pf yie usual American “ joiift-stock ” 
type, on the prj^ciple of limited liability. In not a single 
state were the banks subject to regulation or everf jupervision, 

* The, first part of this article is condensed from the'tTYelfth* chapter of 
my work on Mjney, Trade and industry. 
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to make sure that they did their dutyl or that they did not 
commit injury. The* language of Mr. J. R. McCulloch, re- 
garding the Americail banking system of that day, jis hardly^ 
extravagant. “ Hafd a ooramittee of clever men been^selected 
lb devise means by which ^hc public might be tempted to 
engage in all manner of absurd projects, and be most easily 
duped and kindled, we do not know that the'/ could have 
hit upon any thing half so likely to effd'ct their object as the 
existing American banking system. It has no redeeming 
quality about it, but is, from beginning to end, a compound 
of quackery and imposture.” 

63^. The outbreak o’f war with England caused the .sus- 
pension of spe(iie payments by nearly all banks exqept those 
of^ew England ; but this was followed by an enormous in- 
crease of issues, so that the outstanding notes, which had been 
estimated at twenty millions in 1811, rose, according to Sec- 
retary Crawford, to somewhere between sixty-two and seventy 
millions in 1813, and to somewhere betwee^n ninety-nine and^ 
hundred and ten millions in 1816. The fact that it was im- 
possible for tlie secretary of the treasury to tell, within eleven 
millions, the amohnt of the notes outstanding, is fairly char- 
acteristic of the monetary 83 ^stern at this time. The circulat- 
ing paper was of every degree of value down to utter worth- 
lessness. Many banks were ably managed by honest men,, 
wdth reasonable regard to the public iiitoi’est.*’ Many were 
organized and conducted by sharpers aifd swindlers, as a 
means of wholesale r'obbery.* 

At the close of the war. in 1 815, the depreciation of baiik 
paper reached, in some casefl^, fifteen, twenty and even t'v^.ty- 
fiv6 per cent. The excess of circulating paper had al^a been 
promoted by the extensive issue of United States treasury 

i < 

* Prof. Sumner, in his History of American Currency, states that ^he 
Farmers’ Exchange bank, of Gloucester, Mass., was organized W.th a 
nominal capital of one million dollars. Unly ^19,141.46 was ever paid 
in ; and of this the directors subsequently withdrew ttieir own subscrip- 
tions, leaving $3,081.11. One man bought out eleven directors for $1,800 
each and then loaned himself $760,265. When the bank failed it had 
$86.46 in specie. The bank notes outstanding were estimated at $580,000^ 
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notes. Tiese were ifd of* forced circulation ; they failed to 
be paid at maturity, and added greatly to commercial distrust 
^nd disUess. Throughout 1816 the bank^ continued to issue 
their di^tiredited notes, while floods of un^harter^d scri|) were 
poured out^ in bills of all denominations from six cents 
upward. • 

533. The^vils of the financial situation led t(f the estab> 
lishment, in 1816,*of tiie second Bank of the United States, 
with a capital of thirty-five millions, of which the United States 
government owned one-fiftlj, and with a charter having 
twenty years to run. Be/ore 1836, however, the bank Jiad 
been broken down by the releiitless attacks of^residen^ Jack- 
son, and it was finally driven to take refuge under a Pennsyl- 
vania chartcv- Our space will not serve to discuss how far the 
failure of the second United States Bank to perform its antici- 
pated oflice of regulating the paper circulation and of^piu- 
venting excessive and*improper issues by the state banks, was 
due to its original Constitution ; how far to false management; 
how far to circumstances ; how far to pers(‘cution by the 
administration. Suffice it to say that the paper nioixjy of the 
country, dt^ring this period, was a weltering chaos. The wildly 
extravagant issues of really inconvertible paper money, sup- 
plied the motive and the means for evtTy species of exj^rava- ' 
gant, wanton and irres})onsible s})eculation. Words could 
scarcely exaggeraJe the extent to which the distortion of pro- 
duction and the misapplication of capital were carried.* The * 
whole head was sick and the whole heart faint. 


* “ that the evils of this period were due chiefly to vices of paper nuyjiey 
banking “seems too clear to be questioned. The opening up^of the west- 
ern country would inevitably have led much wild ^venture, com- 
mercially anh industrially ; but fl,was the ‘ elasticity ’ of the circulation, 
the facility of local issue, without the reality, or scarcely the pretense, of 
redemption, which m|ide the banks, even the best of them, reckless as to 
the charac|er of the enterprises ’to which they gave assistance ; while the 
money thus put into circulation, without ‘reflux,’ enhanced pnees, and 
still further stimulated both speculative Investments and speculative 
trading. When the courage of the better class of banks gave^way, hun- 
dreds of ‘ wild cat ’ or ‘ cooi^box banks,’ so called, Without capital, 
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The retribution came in the panic? ofl 1837, in the second 
and heavier shock of l83^, and in the long and dreary pros- 
tration of industry which followed. 

534.*^ The experi^;^ce§ of this period led, in several states, 
to legislation designed to place the issue of bank notes on a 
sounder basis. In 18^8 tie free banking system of New 
York was esW>lished, under which all circulating notes were 
to be secured, by deposit, with the state comptroller, of United 
States or New York stocks or bonds, and of mortgages on 
improved or productive real estate. A little later a law was 
j)assi*d requiring each bank to redeem its notes at some agency 
in New York citj", Albany or Troy. Subsequent acts increased 
the proportion of securities to notes issued, and furnished fur- 
ther guaranties to holders. t 

This is the scheme of secured circulation, known as the New 
York^system, which came to be imitated, more or less fully ; 
and on which, to a considerable extent, “the banking laws of 
the United States are framed. ^ 

The plan of basing a circulation upon secuAties is not to be 
altogether approved. It docs not give convertibility, in the 
sense of preventing excessive issues, even in the vie^ of the 
advocates of the banking principle.” * It does not so much 
♦ as seepre the })erfect acceptability of the notes, as a medium 
of exchange, since the receiver desires to be assured that the 
notes will, at any moment, be worth what Ife has taken them 
for, whereas the New York system only gives him a pledge 
that, should the bank fail to redeem its notes, he will, at some 
future date; after the bank shall have^ been wound up and the 
securities disposed of by the comptroller, receive the<»face‘ 

value of all the notes Vi^hich he may then hold. * * 

1 _< 

without a constituency, witli no past aph no cx|)ectations 61 a future, 
whose managers risked nothing and had nothing to lose, came forwa**d 
with loans^^of notes to speculators who planned to build cities id' the 
wilderness, or contractors who proposed construct roads and bridges 
without materials, tools, or money to pay wages. Agaifl, as in. early New 
England, a bank meant abatclrof paper money. "—Walker: Money, Trade 
and Industry. * 

* See paragraphs 234-6. , ‘ 
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635. But while H'Ais 'system can not be accepted as 
based upon perfectly sound principles of money, or even of 
banking* policy, it proved at the time sd great % check on 
reckless/yaper money banking, and it hw had vso great an 
effect in educating the public mind to more correct views of 
the banking function and of the respfj^isibilities attaching to 
note issues, tliat it deserves to be treated with much consid- 

I 

eration by the historian of American money. * The painful 
experiences of 183 '7-40, and the active discussion of th(‘ j)rin- 
ciples of money and banking which they called forth ; the 
growth of a public sentiment condemning an excess of ^paj>er 
issues, and the formulation of precepts, more qr less carefully 
observed* by bank managers ; a vast impi'ovement in the copi- 
meroial morality of tlie country, due partly to education, and 
even more to the develoj)ment of manufactures which, to a 
vastly greater degree than agriculture, rest on good faitli and 
commercial honesty ; the shortening of the terms of credit 
these causes, together with the legislation which has been 
described and the development of the Suffolk bank system f 
in New England, served to place the })apei; mone}^ issues of 
the United States on •an improved basis between 1840 and 
1860. The rapid improvement of trade and industry after 
the panic of 1857, already alluded to (par. 243), aff(v*dB a 
striking proof of the comparative soundness of credit, trade 
and industry in tlie later period. 

630, Early in tlie war of secession, the treasury being in’^ 
great distress. Secretary Chase Initiated the movement which 
resulted in the establishment o# |hf present bankihg system 
of the United States. This system was to be essenti silly 
modeled on that established in New* York by the law of 
1838, all note issues being ^ecured by an abundaiit deposit, at 


* Prior to 1887 commercial credits were often extended to i^veIve and 
even eight^n months. ? > 

f This was a sylicra, gradually developed, by which Enbstantially all 
the banks of New England were brought t5 maintain a de^it with the 
Suffolk Bank of Boston, in Consideration of which ’that bdnk bound 
itself to redeem their notes on presentation. 
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the Treasury Department in Washington, of United States 
stocks. Indeed, it was this feature which furnished the real 
motive to the scheme. The Treasury was to sell to the banks 
some hundreds of iiilli(jns of bonds, as the basis for l^eir npte 
circulation, while all notes of state banks not coming under 
the new system were t<p be “ taxed out of circulation.” 

As a measure of fiscal resource, the national t^ank law was 
essentially ? failure. Owing to the delay in securing the 
desired legislation and in transmuting the existing state 
banks into national banks, it wjw? not until the war was nearly 
ovQ’’ and until the credit of the ifnited States had become so 
well establishe J as to give the Treasury the ability to borrow 
freely, at home or abroad, that the new national banks began 
to call for bonds in large amounts, as a basis of circulation. 

637. But while that banking system failed to answer 
the expectations of Secretary Chase as a fiscal resource, it 
resulted in placing the paper money banking of the country 
on a more secure and convenient basis *than it had eveV 
before occupied. In all previous periods* of our national 
history the bank money of some sections had been, liable to 
a discount — often a considerable dfecount — if offered far 
away from the place of issue ; while, in addition to the 
' actual losses sustained by holdero, the annoyance resulting 
from the frequent refusal to receive banknotes by those who 
did not know about the individual bank whose name and 
’■devices they bore, was almost intolerable. Under the existing 
system, a national banknote from Texas or Minnesota, if 
• not suspected to be counterfeit, passes as readily in Massa- 
chyjBsetts or Pennsylvania as the notes of local banka^ *^By 
the new law, the United States Comptroller of the CwVency, 
whose office Sv^as then created, was authorized to permit the 
.establishment, for a term not exceeding twenty years, of 
banking ^associations consisting of not less than five per^dns, 
with a minimum capital, except* in^ smi.ll places, of one 
hundrell thousand dollars. Such associatioiw were* required 

* The act establishing the nation^ baliking system bears date Feb 
ruaiy, 
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to deposit, with thh * Treasury Department, United States 
bonds to the extent of . at least op e-third their capital, for 
which there should be issued, to them circulating notes in 
amount^qual to ninety per cent, df p/ie maj’ket vllue of 
their bonds^ but not beyond ninety per cent, of the i)ar value 
of such bonds. The issue of currency, under this act, was to 
be limited to three hundred millions, that amount*to be appor- 
tioned among thtf States according to populatiolt and banking 
capital. 

In 1882, a new law was passed, providing for extending the 
charters of national banks. ^ 

538. The operation of tlie law regarding the dep^osit of 
United States bonds as a basis of circulation, may be illus- 
trated as foilows : A national bank exj)end8 $160,000 in the 
purchase of bonds, then selling at 80 per cent, of their par or 
face value. The bank would then hold bonds to the ayiouut 
(at par) of $200,000. On the deposit of those, the treasury 
•department wouM issue circulating notes thereon to the 
extent of ninetyY^^r cent., not of their par, but of their market 
value, viz. : one hundred and forty-four thousand dollars. 
These nptes, bearing its own corporate title and its character- 
istic devices, the bank would issue in the discount of commer- 
cial paper. This might, in fact, constitute the greater part of * 
what the bank had, at the outset, to loan— its own promises 
to pay. If we suppose the bank to keep out the whole body 
of notes received from the treasury on loans bearnig interest 
at ?in average rate of five per cent., the annual income from 
this source will be $7,2(¥). In ad^di^ion thereto, the bank will • 
reeeiAre from » the treasury department, semi-annually or 
quarterly, drafts for the amount of the interest falling due 
on the bonds held for the redemption of the botes. If the 
rate of interest on the bonds were four per cent, (on the par 
vUl^e, of course)! the amount so received would bj $8,000 a 
year, making tho^aggregate income on both accounts, $15,200. 
This w6uld ba a return of per cent, dn the afnount — 
$160,000 — expended in the purchajse of the bonds. In ad- 
dition thereto, would be^the expectation of profit arising from 
the fact that, at the mr<turity of the bonds, be. that five, 
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fifteen, thirty or fifty jears hence, the ernment is-bound to 
pay the face value of tho bonds, whereas the bank purchased 
them at ei^ity per Vient. Now,^ the “ present value ” of twenty 
(100-86) dollars, at vfive** per-cent, interest, is considerable if 
payable in five years, is worth considering if, payable in 
fifteen years, is incona^ derablc if payable in tllirty or fifty 
years : so that this element may amoiyit to much, little or 
nothing, according to the term which the bonds have to run. 

If, in a second case, the bank invested the same sum — 
$100,000, in United States bor»d^, at ])ar, it would Receive 
bon^s ^to the amount of ,$100,000, on which the treasury de- 
partment would, issue $144,000 worth of cinmlating notes, as 
before, being ninety per cent., this time, alike of tin? market 
and of the par value of the bonds held for ^•edemp^ion. 
Making the same assumptions as before, regarding the aver- 
age r?te of interest realized by the bank on its loans, and the 
rate of interest on the bonds themselves, we should have the 
income from the former source, $7,200, arfd from the latter* 
source, $0,400 ; an aggregate of $13,600, being eight and a 
half per C’ont. on the amount invested, with no longer any 
expectation of profit from the difference between tho amount 
of purchase money and the principal of the bonds to be paid 
' at raat*irity. • 

If, in a third case, we suj)pose that the bank^ expends the 
Bame amount, as before, in the purchase of United States 
bonds, bearing a premium of twenty-five per cent, (and the 
bonds of the United States have almost always been at 
‘premium, greater or le8s,Mt<thaes rising, on some classes of 
bonds, to the rate assumed), the face value of the bonds so 
purchased yould be but $128,000, on which the ti^^tsury 
department wbuld issue notes to ^ the amount of $115,200, 
being ninety per cent, of the face walue of the bonds, though 
but 6cvei\ty-two per cent., this time, of their market va^ife. 
On the same assumption as to inte/est} etd, as before, the 
bank would receive from the loan of its notes' $5,76d ; from 
the government, as interest on the bonds, $5,120 ; an aggregate 
of $10,880, or ‘only six and eight-'tenths per cent, on the 
$160,000 invested. In this case, ^moreover, there must be 
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taken in tp account an ^ultimate loss of one-fifth of the pur- 
chase money. Although th*e bank has paid 1125 for each 
fllOO bopd, the government wib, at maturity, pay only the face 
value, (*mely, $100. The “ present* Vt^|ie ” of the Amount 
thus to b(‘, sooner or later, lost,'* is to be determined by tKe 
r ime principles which would be aj^lied to obtaining the 
present vallie ” of the amount to be ultimately*gained, had 
the bank purchased bonds at a discount. As W(j said before, 
their “ present value” would be much, little or practically 
nothing, according to the teryi which the bonds had to run. 

539. The profit to the banks, und(‘r the j)res('nt system, 
largely depends, it will be seen, upon twp cIAikuiIs ; the rate 
of interest on the bonds themselves, and the premium or dis- 
coiiiit at wlii(;h the bonds can be, at any given time, purchased. 
During the war, abank could purchase, for $100,000 in green- 
backs, an equal amount of six. per cent, bonds, payable, ^»i n- 
cipal and interest, in gold. Depositing these in the tn^asury, 
•it would receive 1^0,000 in circulating notes, wliich it would 
loan at such ratJs of interest as the commenual demands of 
the time, allowed, and would receive each year, interest, 
$6,000 iv gold, which H could dl at twenty-five, fifty or even 
a hundred per cent, advance in greenbacks, according to the 
enormously high, though fluctuating, war ]>remiums on gold 
then prevailing. The gradual d(‘cHiK and finally the disa])- 
pcarance of the {fremiuin on gold*; the reduction in the rate 
of interest on government bonds from six per co'd. to fiv(> 
to four aud a half, and ubimately *to three and a half 
and even three per cent., tlA'oi?,gh successive refunding opera- 
tioiip,; and lastly the a])peai.incc of high premiums upon bonds 
bearing the reduced rates of interest, these three causes have 
concurred to diminish, jioint by point, the profit, fo the bank, 
in buying United States boqds and depositing them with the* 
WHi^sury department, as the basis of note circulation, until, 
at the present time#(l8§7), many banks are surrendering 
their cil*culatioji, finding *it more to their interest tc* use the 
capital at their command in othen ways. Th\ number of 

* Specie payments w^re resumed on January*!, 18 
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national banks at tl^e present , time 'll! existence, is about 
two thousand nine hundred. These are, of course, distrib- 
uted very irregularly over the surface of the country.^ 

640.^ Theimoncyi^of the United States now consislJjof gold 
coin (twenty, ten, five, two and a half or one doUar pieces), 
legal tender for debts ill any amount; (2) of silver dollars, 
legal tender in any amount ; (3) of subsidiary silver coins 
(fifty, twenty-five, twenty, ten or five cent, pieces), legal ten- 
der in small amounts as change ; (4) of copper or nickel coins 
(five, three, two or one cent pieces) ; (5) of ‘^greenbacks,” of 
vari<sus denominations, from one dollar to one thousand dol- 
lars ; (6) of “ gold notes ” and (Y) of “ silver notes,” of various 
denominations, issued solely upon the deposit, at the several 
sub-treasuries,* of equivalent amounts of gold or silver ; (^A) of 
national banknotes, issued as liereinbefore described. In 
this highly complex mass, the proportion of banknotes is con- 
tinually diminishing, owing to the reduction in the profits of 
banknote circulation already accounted for. ^ This fact con- 
stitutes one of the gravest features of the financial situation, 
and threatens the c/Duntry with the speedy loss of all the advan- 
tages thus far enjoyed under the national banking '^system. 

xni. 

FOREIGN EXCHANGES. 

541. Meaning of Exchange.— Formerly, when debts were 
paid by the merchants of ^pne ^country to those of another, 
' it was almost always necessary actually to change the mpriey 
; of tlie debtor country into that of the creditor country.^ Thus, 
if a merchant in Paris had occasion to pay a debt to a mer- 


* After the destruction of the second United Spites Bank and^d^e 
crisis of the United States govern meijt adopted the policy of 

keeping its funds in its own treasury at f^ashington, or in the custody 
of “assistant treasurers,” appointed in the great commercial cities. The 
oflBlcesofthe assistant treasurers are popularly called “sub-treasuries.** 
The origin and development of the sub-treasury system will afford an 
admirable economic exercise for advanced^jitudents. 
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chant in Antwerp, it»^s necessary first to compute the quan- 
tity of ^^Jine ” (^. e, pure) silver contained in the amount of 
Antwerp money due under the ^contract ; ^hento find out how 
many 5|i»nch coins (their weight and fij^ness being Ihiown) 
would be required to make up Ithat amount of pure silveV. 
This being ascertained, the Paris mpchant paid down the 
French mon^ (plus the premium, or minus the Miscount, of 
which we shall speak later) and received the Paris banker’s 
order upon some Antwerp banker to pay the Antwerp mer- 
chant the amount of Antwerp pioney due him. It was with ref- 
erence to this changing of one kind of money into another, that 
t ^ e te rm exch an^ was first applied td thi§ clasls of transactions.' 
It came* in time, however, to be equally applied to transac-! 
tion« between cities under the same government, having ^he- 
same kinds of money, where, hence, no actual changing of| 
money pieces was uq’uired. 

I At the present tiihe, this changing of money pieces i)iays a 
very much less 4mportant part in exchange. Instead of 
many states hiving independent authority to coin money, 
there is^ now but one coining authority in all I^aly. The 
money pf Germany i» now uniform in weight and fineness. 
France, Italy, Belgium, Switzerland, Greece and Austria have 
certain money coins whicl} may be said to be in common, i, e., » 
they contain the same amount of pure metal, Ihough 
under diffei^nt denominations and with different inscriptions. 
The vast extensiefn of the British empire has made the “ so^i- 
creign ” current money over a large part of the globe. 

642. What is Excl\anfee P*— Iji essence, where a man 
'^change — he buys the right to have paid to him, or Lis a^ent, 
orTaa. creditor, a certain amount of fine gold or silver, to be 
•‘delivered in some other place mentioned in the»c6htract. If I 
buy iii-lfewXpr^.“i^xcJb{iqge on London,” some one who has 
Ifojd in London, or who has a right to demand gold there, sells 
me his claim to r^ceiye a definite amount of that metal, in Lon- 
don, at a definite time, or at ray convenience if we^so agree. 

I may then, either go to London, and get the* metal, as, for 
instance, if I am starting out on a Europe^ toui;, or I may ' 
iend'an order, by post of telegraph, for some one else to get 
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it there, ^ as, for instance, if I have Dfrught cotton .goods ot 
pictures in London,* and have agreed to pay for them in 
this way.) ^ ‘ , 

643^ Par of Esljphaitge.—^ow, we may supposep^that, in 
Older to indifce some person t\> sell me exchange on London,’* 
I have to pay him, not ^n goods, but in a certain amount of 
gold in Ncvi York, where we both live. How mich gold shall 
I pay him in New York to induce him* to give me the right 
to receive a certain amount, say 1,000 ounces, of gold in Lon- 
^ don ? Shall I have to pay him 1,000 ounces, or more, or less ? 
! That depends on wliether exchange is at j)ar (equality), or 
, above <par, or below j)ar.* 

Exchange betVeen two places is at par, when, by paying a 
certain amount of money metal, or its equivalent, in « one 
place, you can pun^hase the right to receive an equal 
amount of the same metal in the other. ‘I say, the same metal, 
for there can be no par of exchange b(rtween countries hav- 
ing gold money and countries having sil\i?r money, unless, 
indeed, the bi-metallists (par. 563 ) shall makf; good the claim 
that their system will establish and maintain a certaiij definite 
ratio between the Values of the two metals. ^ 

Exchange is above par or below i)ar, when the right to 
^ receive elsewhere a given amount of gold or silver, is to be 
purchased by paying, in the one case, a larger, and, in the 
other case, a smaller amount of the same moliey &etal, in the 
place whene the transaction is effected. * 

Exchange will be at? par when, the’ sums of the payments tQ 
be made to^ and from any plhce^, within a given time^ 
exactly balance each other. If the sum of thp paymenjs *to 
be made within a limited period by the merchants •of one 
place, say N'cw York, to the merchants of another place, say 
London, is greater than the sum o^*the payments to* be made 
in New York by the merchants of London,, then oxcliapje 
on Londofi' will be above j)ar in Nejv Yt»rk f that is, a New 
York m^irchant having to pay a deBt, within ^hat period, in 
London, will^ have to pay down more than 1,000 ounces oi 
• gold in Nei^w Yorjf to buy the right t® have paid to him, or to 
his creditor, 1,000 ounces of gold in^London. 
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544. upward ilimit of the premium * on bills ol 

exchange is the cost of , remitting ^specie. The New York 
merchaqJ/j in the case supposed, will not •pay more, in addi- 
tion to 1^)00 ounces, than the cost oif ^(^ding ^1,000 bunces 
from New York to London, interest, freight, insurance', an^ 
conxmissions being taken into account, j If the holders of bills 
demand a premium above this, the New York merchant will 
send the metal, and in that way pay his debt. ^ Within the 
limit thus assigned, the ])reraium on bills rises or falls with 
the fluctuations of the market^ according to the law of supply 
and demand. * ^ 

While, thus, exchange on London *is at a ]fi‘emium ih New 
York, e^c change on New York will, conversely, be at^ a 
corr^pondiijg discount in London. If a New i ork merchant, 
owing 1,000 ounces of gold in London, has to pay somewhat 
more than that atiujUnt, a London rncu-chant, owing J,''00 
ounces in New York, will be able to purchase the right to 
receive that amount there for something kss tliaii 1,000 
ounces. The downward limit f of the d^sc^tigt on bills of 
ej;cbange^ is, again, fixed by the, cost of remitting s^x cie. 

645. yhe Balance lif Trade.- We have said that exchange 
between two places will be at par when the sum of the payments 
falling due on the one side js equal to the sum of the payjnents 
falling due at the same time on the otlier side,. It may happen ^ 
— it frequently d(fes happen — in the trade between countries A 
and B, that counti^ A may at one season of the yr Ir have the* 
larger payments to make, while in anotlnh season the relations 
will be reversed. The ,exf or^s ^ liom the United*Staies, for 
^xitmple, tend Jo take place predominantly in tlie few months 
follovdng the harvest. At that time the'TTnited States becomes 
<fliiefly a creditor country. The merchants of other countries 
have larg^ amounts to i)ay n\New York, on account of produce 
received ; and consequently exchange on New York is at a 

^ — 0 — t — — 

* Except, of coiiTse, in great and sudden emergencid^, like the outbreak 
of a war, or the occurrence of a commercial crisis. 

f Except in great and sudden emergencies, as indicated in* a previous 
note. • . ' 
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premium in London,^ Paris, Amstferdim, etc. Conversely, 
exchange on London, P^aris, Amsterdam, etc., is at a cor- 
responding discourfo in New Y.ork. During the other half of 
the year, th(^ Unittid States generally import mom, largely 
tiian they export, and the course of exchange is reversed. 
Bills on London are a^ a premium in New York, on account 
of large parents to be made abroad , bills on Sew York are 
at a discounliin London. The discrej^ancyjthus arising from 
the nature of the industry of any given country, between tlm 
times at which its payments are^ chiefly to be made and those 
at Yhich it is to receive the bulk of the amounts due toit, on 
accouift of its o^tvn exports, in a degree, often very largely 
reyioved by bills drawn, _ a3 the phrase is, in blank. These am 
\ bills which do not discharge a debt, but create a del^t. Exporters 
' often draw such bills, generally with permission obtained in 
adyapce, upon those to whom they habitually sell or consign 
^ their shipments^ in anticipation of the ‘'goods being actually 
idispatched. Such a course is liable to fcry grave abuses; 
being often resorted to, not merely in promotion of reckless 
and outrageous ^peculation, but even for the pu^’poses of 
downright swindling ; and the courtfe and newspapers are 
much given to reflecting severely upon this practice, in general, 
whenever some case of its perversion is brought to light. Yet 
this system, of -Credits, when kept within bounds, confined to 
proper parties, and, as Mr, Goscheii says, “ jfealously and even 
^suspiciously watched,” serves a very important purpose^in 
equalizing the income and outgo of nations and in diminishing 
the extent* to which shipnieijti of sj^ecie require to be made. 

Xhe point we have now reached introd^ices the yexe^ 
question of the Balance of Trade. Few subjeetu are 
more complicated or more generally misunderstood. The 
question, whether a year’s commercial transactfcns have, 
in the net result, brought a nation more. in debt to qtkei 
nations than they, in the aggregate, Iravei come to owe to 
it, is ftommonfy decided, offhand, by simple reference to 
the custom-house statistics of the values of exports 
. from and imports into that country. Such a tefift is alto- 
gether fallacious. The statistics^ of exports and imports. 
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jif fairly well collectea iind*compiled, are of great value ;#but 
jit is necessary, first, to make correction for their internal 
i errors, and, secondly, to take ipto accounij several elements 
which tb(^cu8tom-hou8e statistics do n^t u^dcrtal^e to include. 

646. Errors in Commercial ^tat^Lstics.— The official state- 
pients of imports and exports are myc or less disturbed by 
errors from t^vo- exactly opposite sources. If ^the goods 
imported or exported are subject to duties at ^the custom 
house, the importer or exporter comes under a very strong 
temptation to misrepresent th(iir value or amount. If, on the 
other hand, the goods arc free of duty, both the custom-house 

f .cials and the merchants artf liable to liecorl^e very careless 
making the required statements as to the quantity of such 
goods, and still more careless regarding statements of value. , 
How far these two causes together may result in vitiating 
the official statistie.s of imports and exports, will, of e^ ’e, 
depend greatly upon’ the organization of the civil service, 
flpon the general ii/brality of the trading and official classes, 
and upon the integrity and severity with which the laws are 
i^nforced ; but it is not possible under any organ; zation or 
administration wholly 9o eliminate errors of importance, fi’om 
one or both of these sources. Imported goods subject to duty 
will be largely undervalued, in spite of all the vigilaqce of 
honest officials. Exports are probably even more grossly 
undervalued, because being, by the fiscal system of most 
naljons, free of duly, even the most honest official ’arc likely« 
to^ attach little importance the statements of value, since 
are aware that no r$venue»iyt#rest of the government is 
concerned therein. , 

In addition to these general causes, affecting, though in vbry 
different degrees, the commercin’ statistics of» all nations, 
there are apt to be special Inabilities to error affecting the com- 
mtlTi^ial statistics of any given country. Thus, wdth regard to 
the United States^ it ic found that while a reasonable* degree of 
care and paina is taken to ascertain the values ol^ goods 
exported by ocean-going vessels, the statement of, our exports 
by rail, t>y ferry-boat, of by small river and lake wessels to 
Canada and^Mexico, are exceedingly defective, *so rpuch so as 
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to be almost wholly worthless. It is^ notorious that many 
millions are omittei yearly from our statistics on these 
accounts, • < ^ t 

647 i Elements i^^t in eluded in Custom House Stefistios.^ 
Passing now to elements, other than internal errors in custom- 
house statistics, which, require to be taken into account, in 
order to re^ch the true^ balance of trade, I will briefly mention 
the most important. The reader who* desires to pursue the 
subject, will find it treated in a most interesting and instruc- 
tive manner in Mr. Goschen’s \York on Foreign Exchanges. 

' The principal elements to be considered are, first, the 
exportation or iluporj^atihn of government securities, shares and 
bonds of corpoAations, titles to property, etc. This is an element, 
wfiich, at times, may rise to an enormous importf^uce ; atrf)thei 
, times, it may sink into insignificance. It may be considerable sls 
between certain countries, while as between either of those 
countries and any other, it may amounf to little or nothing. 

During the war of secession the United States sold its bonds 
in Europe * to the amount of hundreds of nfillions of dollars, 
bringing l^ack arms, ammunition, clothing and other^ supplies. 
Tlie latter went into the statistics of imj^orts ; while statis- 
tics of exports took no account of the former. As these bonds 
had many years to run, the value of the goods so imported did 
not enter into the amount to be paid for abroad in those 
years. In the same way, many of our great rhilrolids have been 
«built mainly or wholly with foreign cajlital, shares in the 
stock of tliose railroads, or n^,ore commonly, first-mortgage 
bonds, being sent abroad ^vitljout pg^ssing through our cus- 
tom-houses, while rails and other supplies werj? brough^,back 
through the custom-h(5use, thus swelling our tables of imports. 
In like manner, large quantities of foreign goods, of all sortS, 
have been sent to us year after y^V, in consideratioh of which 
foreigners have received from us, not ouf corn, cottoi^ior 
petroleuid, but the titles to mines, tp agyicu^tjiral and grazing 
lands, mortgagee on western farms, the bonds of ckies and 
counties, etq.* • 

* To cohtracl a'foreign loan is [with regard to the Balance of. T rade] 
equivalent to an increase of exportation.”!— Goschen. 
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The aggregate amcmijit of such securities andT titles exported 
from the United States ha^ he*en enormous, though the move- 
ment has-been very irregular fr<jm year, to year. Nor has the 
current huen all one way. When our gp^^ernme^nt bc^an to 
refund its debt at a lower rate of pte’rest — at three and a 
half or three per cent., instead of six oi> seven per cent., nearly 
all our nationjfl bonds which had been^ hvhl in Europe were 
returned. Now ami then some large mass of railroad or city 
bonds are sent back, at maturity, for redemption, — the j)i‘oceed8 
to be reinvested in other sepurities, of which the custom- 
house would not take notice, or to be “drawn against ” in 
payment for com or cotton, of which \he pustdm-house ^^ould 
take notice. 

While the ^element which we have been consi(hu-ing is of 
enormous importance to the United States, as affecting the 
balance of trade withiA any given year, England is theirs >n 
whose commercial statistics need most to be su})plemeiited 
from this source, ilers has been the greater part of the capi- 
tal which has coftie to us from Europe, for loan or invest- 
ment ; an/1 for the last forty years she has been doipg a sim- 
ilar work^n every part f>f the world, building railroads in Can- 
ada, Australia, Mexico, South America, India and Persia, 
even in France, Germany ,v^d Russia, providing (\a])itaj, out 
of her superabundance, for every species of cnterp’dse in any 
land that proihised a profit, and even furnishing the means 
with which half thft wars of the present generation have been • 
waged. , • 

648. Interest on Govemmeti^ Securities.— But» wiiile, as 
we*haye said, itjs true that in these modern times, enormous 
amounts of imports or of exports of merchandise are, in the 
cise of any given country, set? off not against equal amounts 
of exports*or of imports ot* merchandise, but against shares, 
8toj|^s, bonds, or ngiortgagcs, sent abroad or brought home, as 
the case may be^ ^t i^ alsp true, that dividends of interest ^ 
on such shares, bonds, etc.^, become due annually, senrfl-annu- J 
ally, or quarterly, immediately thereafter, and require, there- 
fore, to b*e added to the *amounts which tha debtor nations ' 
have to pay; which thejcreditor nations ha^e to receive, * 
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thus afrecting’at once the course of exchange. Some nations 
have to pay millions annually, othe^rs, tens of millions, on this 
account. .Those nations, wljich, in some past period have 
spenlf vast sums in wars or on costly public impjovements, 

Vithout paying for them^ at' the time through taxation, now 
find a certain portion of their exports of merchandise going 
every yeai' to pay the ^interest on their debts. Against this 
is set nothing of which the custom-house* takes notice. No 
goods come back to pay for these exports : only some pack- 
ages of canceled coupons. , 

549. Expenses of Fleets on Foreign Stations, etc.— 
Another itemtwhij;h Should be added to the imports of a 
country, in mixing up its (mrrent accouhts with oth^r nations, 
consists of the expenses of its fleets on foreign stations^ or of 
its armies, if in occui)ation of other countries. In the case 
of great naval nations, this item is not of small importance. 
For* a little while after vessels of wan leave the home ports, 
their petty expenses may be met with gol^ taken from hom^ 
which may or may not have passed the of.istom-hou8e ; but 
subsequently, the expenses of the fleet will be met by bills of 
exchange* which ‘will be just so much,added to the volume of 
bills which represent the commercial imports of the home 
country. 

The expenses of foreign embassies and legations and of 
the consular service stand in the same relation to the imports 
of the country represented. • c 

660. Expenses of Foreign Travel.— In like manner the 
sums expanded by touristy and travelers abroad constitute a 
very considerable item in those accounts which go to de^^- 
mifie the balance of trade. The good things eaten qr *drunk 
by our citi/eps abroad are as much a part of our imports, f€r 
the purposes of such a computation, as if theythad been 
brought to the United Stated in vessels and had been consumed 
here. B/ery year, many millions ^are ^expended by our citi- 
zens abroad, ou^ of the proceeds df bills of ^exchange. Mr. 
Goschen staVes that sev^eral millions sterling are annually 
expended by thq rich^Russian nobility in traveling or in foreign 
residence. " * 
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651. Tnbutes, Indemnities, Etc,— t'rom whatever 
motive an independent country, a colony or a province may 
have occasion to make paymei^ts to apotl>cr power, or to the 
soverei^li or mother country, whetheij tli^^t motive he fdund in 
protection ertended, in privileges conceded, in fear of hostil- 
ity, or as a fine for past conduct, such payments affect qxt 
changes jn.Jlji ri^spects as if they wei4 on accouift of foreign 
^odaimported. Yet, here, again, we have an elenjent of which 
the statistics of commerce take no account. Whenever these 
payments are regular, they affect the course of exchange no 
more, if not less, than ordinary commercial payments. Thus, 
trade and exchange adjust themselves to,- the’tribute paii by 
Java to p[olland with perhaps even more of exactness and cer- 
tainly than as if the j)ayments were on account of goods im- 
ported into !favafor the improvement of its agriculture, or for 
starting manufactuus. On the other hand, an extraordiu^Ty 
payment of this chai'acter, is likely to produce great and far 
^reaching, and it nway be long enduring effects upon the mar- 
ket of exchange;# The gigantic war indemnity paid by France 
to Germany, in 1871,* notwithstanding the transcendent finan- 
cial skill with which tl^e negc.tiations were* conducted, set in 
motion forces which were felt by trade and industry to the 
remotest parts of tlie earth. 

562. Freight, Insurance, Profits, Commissions, Istc.— 

But we havo» not, yet reached the largest of the elements 
which determine the balance of trade, of which ordinary com- 
mercial statistics take no account. Let .us suppose, for illns- 
tration, that epuntry A imports from country B gqods, whose 
value^ at the ports of B, is one hundred and fifty milhous. of 
dollai^s^.and exports to B goods, whose* value, at its own ports, 
is correctly stated at one huivircd millions. Npw*, here is an 
apparent difference of fifty millions of dollars. If, however, 
we can reach the facts regarding the carriage, insurance, etc., 
of these goods, amounting in the aggregate to two hundred 


* A study of the methods used in the payment of this indemnity, and 
of its financial and industrial oeffects, will con^tute lan admirable exer 
cise for a pupil well-grounded in economic principles. * 
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and fifty millions of dollars, we may fi^jdtLc appaiuviv uaxaijuc 
greatly modified, in fhe way either ,of increase or reduction. 
Suppose, f<?r example, jthat co^untry A owns all the jshippigg^ 
\ engaged in this tr^iffic^: the charges for freight op. its own 
e'jcports miglit easily reach te'n or fifteen millions of dollars, 
which would require ta be added to the customshouse valua- 
tion, in ordtr to make Sp the true balance between the two 
countries. On the other hand, the teh or fifteen per cent, 
charged for carriage on its imports would be paid to its own 
citizens. In the same way country A might do all -the 
insurance business relating to botli sides of the traffic.^ audita 
merchants and factors might conduct all, or nearly all, the com- 
mercial operations involved. In such a case the premjiums for 
inlurance, the commissions and profits of trade would gq still 
further to reduce the apparent balance between the two coun- 
tri(ia. On the other hand that apparent balance might have 
been* greatly extended by the fact tfhat all the shipping 
merchants and most of the importers, fa^itors and in8urer»> 
engaged in the traffic belonged to country K. j 
The suppositions above made arc not in themselves unreason- 
able. It generally*'happens that, in the rommerce between two 
nations, one or the other does by far the larger part, often, 
practically, the wliole carrying business,* as well as obtains 
an altogether disproportionate share of the premiums of insur- 
ance, and of the profits and commissions of «irafftc. 

• 663. It*is not necessary to extend our enf^meration to mingj* 
items of the accoun^is between trading nations, in order to 
show the r,eader how greatjy tjie ordinary statistics of imports 
and exports must be corrected and supplemented before 
can reach a decision m to the amounts by which the payments 
to be madefiivany given period ^y one country to any othe^r 
country or to all other countries, elLceed the payments due to 
itself. Mr. Goschen states that Russia has more than oi^e, 
in times. €*f peace, as I understand it, so^ far fallen behind in 

An exclusively maritime country could discharge its obligations to 
other countrieo which supply h with necessaries, simply by becoming their 
carrier, without etportThg any produce or manufactures to them in 
return.”— Goschbn. 



BAIAI^CE OF TRADE. 45g^ 

her dealmgs with otkej countries, as to be oUiged to contract 
a foreign loan, exporting, pul)lic securities made for the pur- 
pose, a^^ means of restoring tl^e balapce.* Of course, such a 
temporary expedient in the end serv^is Jo increase thb com- 
mercial and financial difficulties bf a country. * * 

664. Our ^lustrations have thus far been drawn mainly 
from the commercial transactions 0 / two coum^ies, real or 
supposed. We have perhaps sufficiently shown that, of the 
amount of payments falling due on one side or the other in a 
given period, only the balance will require to be discharged in 
money, the principle of cancellation being applied to all but 
that excess. 

Even ithis, however, would involve a very niuch larger use 
of nu>ney in the adjustment of national balances than actually 
takes place. •AJthpugh the total exports of a country will 
always tejid to. apj)roach its total imports, yet its expo* :? to 
and imports from any single country may be very unequal, 
^lus, the United^ States import tea, silk, etc., to an enor- 
mous value, from* China, while exporting very little to China. 
Again, qur imports from England are v(‘ry large*, but our 
exports Jp that countr 3 ^ are va‘<tly greater still. If the United 
States adjusted its accounts with each foreign country sepa- 
rately, the balances requiring to be paid in money during a 
year would rise into hundreds of millions of dollars. 

666. To ilirthbr reduce the balances to be paid in money ; 
to stil]_ further, extend the principle of the cancellation ofi 
indfil)tediicj^ re-sort is had to,a common* market of exchange 
foiLa-U^the nal^ipn^. If,;, for ejvani^de, the United .States im- 
ports from Great Britain manufactured goods to the value of 
one Imadred millions, and exports to Gl*cat Britain two hitnd- 
fed and fifty milliops, it us^s its favorable balance of one 
hundred i*nd fifty millions* jn London as a sort of bank on 
wl^h to draw fo^ the payment of its indebtedness to many 
other countries ,fp,om wkipfi It imports more than it Exports to 
them. For ex^ple, it pa!ys its Chinese creditors in afccepted 
bills drawn on London importers of American Wheat, cotton 
or petroleum. These bills Chinese merchantji, having to pay 
for large amounts of !lgnglish manufactures, are glad to 
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get possession (if ; and thus an adtlitkural body o^f .indebted* 
ness is canceled, ’ll] e , operation .of this force is greatly 
accelerated by thejcourse of cyeiits which have madtj Londgn 
the great settling ^liice% for the transactions of international 
comnuTcc.* ) Prof. Jevoys, in his work on “Money and the 
Mechanism of Exchana;e,” stated that tliere were tlien (1875) 
no less than sixty important colonial and foreigfi banks whicli 
liail their o\^n London offices or houses ; afid that there were, 
in addition, fully one thousand foreign and colonial houses in 
corr(‘S]) 0 TKlence with London , bankers. Here, then, in this 
Exchange of the World, as Edmund Ihirkc called it, a liund- 
ri'd yAars ago, fiieet«all (lie claims of all tlie creditors in the 
Avorld, and all the acknowledgments of all the debtors in the 
Avorld, which have not been adjusted nearer h^mie. I|i the 
])ortf olios of the Ijondon banker or exchange broker are 
found bills re])resenting tlu‘ shipiiK'ht of every kind of 
agricultural j)roduce, of every class of manufactured goods, 
not It) or from England mm-ely, but from 4he country of pro* 
duction, liowever distant, to every other cBuntry known to 
(^oniinerce. And thes(‘ bills are of all amounts, from tlic 

* 4. , < ^ 

]>ettiest sums up ft) thousands of pounds sterling, f.’ijiing due 
at all dat(‘s from to-morrow u}) to this day six nionths. From 
this v^‘iri(‘d mass to i>ick out :iccc;pted bills, recogniz(‘d obli- 
gations wliich, in amount and time of maturity, shall cancel 
each otluM', is a work to whicli the hight'st f^iti'lligence h 
*ap])Iied. Althougli the aggregate ])rofits ar^ large, the amount 
of exchanges tlius eMTected is , so enormous that the per- 
c Mitage charged for the n*gp%iati'on very small. 

556. It is by this coin])licated agency tha\the balapce^ of 
liajummts betwi'en nations, re(juiring to be made in iiKinoy, is 
reduced to a' mininiuni. Out 5f Imndreds or thousands df 
millions of “exchange” negotiated, the bodies of® indebted- 
ness which bankers or brokers can not fin/l means to gffect 
1 ^ 

* Of tjiis Mr. Goschen says the “ priniii-ry cause is to be foimd in the 
stupendous and never-ceasing exports of England, whi(;h have for effect 
that every country in the whrld, being in constant receipt ^of English 
nmniifactifres, is ixndcr the nec(‘ssity of taaking remittance to pay for 
them, eithe^ in bullion, in produce, or*ii^ hills.” 
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amount to but a fow*rBiillion8. Except for thi continuous pro- 
duction of the precious metals iy certain countries ndiicb 
tliereLy*becomo gold or silver-oxportisg countries; and exce]»t 
for the^iifcts of government in replacing m^'tal money by paper 
money, or, ^conversely, in re.siTmiyg si)ecie payments after 
periods of suspension, or, again, in (dianging standard,” 

from silver to gohl or gold to silver, tlie amoidit of nietal 
money which wohld *bc required to go, now lyu*(‘ and now 
there, to make up for local and tem])orarv failure's of coinci- 
dence between the amounts 4) be received aiid the amounts 
to be paid, in international trade, would lx* almost inconsider- 
able, in comparison either with the agg*-('gafe of corn^m'rcial 
transactions or with the total body of tlie juveious nu'lals in use» 

5^7. Op 9 ratmg Upon the Exchanges Tl;e jjeculiarly 

important and res])onsible })osition whicdi London occ,u])ies, as 
the center of the exchange transactions of tlu' woC \ ]in« 
led to the establishment of a well-rec(>gnized ])olicy of (mal- 
ting with the outlldw of gold from that point, \vheiiev('r s.tcli 
a mov(‘ment is caused by wluit is called “an uu favor 'L* turn 
of the e^Lchanges.” ^ ^ 

In spite of the gre;ft- p(‘rf. ction to which tl'ce caiicellat ion 
of international indebtedness is there carried, it will at tinn s 
happen tliat a “drain” od* bullion conliniies so loin^ as to ' 
cause acuU'. alarm as to the integrity of tloe fnvineial syst(au 
of the -Ling Join.* When tlie jict of lS41yv;is ]»:issed, it. was 
bedieved that the provisions of tliis law, to tluj ef.Vet that, 
bank note (beyond the fixed unioiiet of lfft('eii million ]/oiinds) 
slionld be issued exeej)t ^:)n*th(» ^jwtnal deposit of»an eqniva- , 
lent r'^mount of^ s])eeie, am] that, conversely, no speeie should 
be witJlidrawn except upon the surrelider of an e(juiva1eiit 
fimount of notes, would IjaVe tlu* (dbad, aul^inati(^all 3 ', to 
check a Srain, from wdiatcver caus(‘ procf oding. Inasmindu 
lufs^evcr, asthe])ainfnl experiences of several commercial (‘.riscH* 
«how’-ed that thk -forej? (acild not ahvays be relied npf)h as sutf« 
cient,*'thc directors of the Bank of England Iiavehdo})ted \ 

f 

*Bageliot’s “Lombard Street” will be found mo‘?L int(‘reffting and ia 
fitructive to an advanced stiideipt In economics and finance.. 
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'the policy of raising the rate of discousat^ sharply and rapidly, 
whenever signs of a considerable export of gold shall appear. 
Of course,* the decj'ee ef the directors can absolutely control 
the rafte of ^discoupt only upon the capital which^l^he Bank 
itself has to loan ; but the moral influence of .such an act 
upon the joint-stock ^nd private banks and upon individual 
capitalists is naturally very great, and the general rate of 
interest is at, once appreciably affected. 

In doing this, the object of the directors of the Bank, who 
deem themselves, by the force of tradition, though not of law,* 
largely responsible for the financial integrity of the kingdom, 
is so tb raise tl^e rate of interest, or of discount, as. to induce 
fofeign creditors, who have the right, at the time, to* demand 
gold from England, to leave that gold for awhile in England, 
(thus checking a ‘‘ drain” which is considered dangerous. By 
raising the rate of interest at once, from three or four to six 
or eight f per cent., the profit on the investment of funds in 
England is made so great tliat any foreign creditor, who ii^ 
not absolutely recpiired by his financial circumstances to draw 
his money away Jo his own country, feels a strong induce- 
ment to leave it still longer in England. • 

It is in this way tliat the financial authorities of the kingdom 
seek ,to ^‘tidc over” a highly Knfavorablc state of the 
exchanges ; and it may be said that the policy, although 
involving a resort to means which are altogether artificial and 
highly exbeptional in finance, uniformly proves successful. 

The fact,” said Mrl Goschen,^ “has been that almost every 
advance in' the bank rate of ^isi‘ount it followed by a turn of tlje 
exchanges in favor of England. Foreign credHors giver their 
English debtors a respite, and prefer to wait longer fol* ^•emit- 
tances, gaining interest meanvrhilp at tlu* profitable Englisli 
rate.” * * 

658. The Special Case of England and the United Statpe.— 
We hav^feaid all that the limits of ovr spr.ee r^^ill allow concern- 

: ^ . 

< 

♦Walker: Money, Trade add Industry, pages 292-98. ^ 

fTheBrfhk has/ in pursuance of this t)olicy> more than onc» raised 
the rate of discount as high as 
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ing foreign exchange'* ii» general. A word nAy, however, bo 
added regarding the exchange between England and the 
United ^States. The valuatior.>, in Ameriljan moiloy, of the 
English ;pi)und sterling, has been several tiyies chjjnged.' Prior 
to 1792, the pound sterling was valued at 84.44 4-9, according 
to the bullion standard of the Spanish^dollar, then universally 
current amon^ us. From that date down to 1834,*the Ameri- 
can dollar was Vorth 97^ cents in gold, at vhich rate a 
pound sterling was worth 84.56| cents. By the coinage 
act of 1834 our standard wa^ so reduced that the bullion 
contained in the American dollar was worth only 91 J cepts, 
so that the pound sterling b(?came worth abJpt $4.87i* The 
United States custom-house valuation of the sovereign,” 
that is, the coin representing the English pound sterling, was, 
however, fixed at 14.84. By this difference in bullion value 
between our dollar and the English standard money, a fioti^oJuus 
par of exchange was created between England and the United 
States, so that an American stock or bond worth IlOO in New 
York, would be (]^ioted in London at about $109, whenever the 
amounts jespectively to be paid and receive(| between the two 
countriepi were equal. 

By an act of Congress of January, 1874, the custom-house 
valuation of the English sovereign was again change^, this 
time to $4.87®®/ioo> which point it now remains. The Lon- 
don stock cxdhan^e responded to this action, the same year, by 
valuing the American dollar at four English shillin^^s, equiva** 
lent to about 97^ cents of o^r money, from which it results 
that American stocks or borfds wqrth $100 are quoted in Lon- 
don at about $102.75, subject to variations on account of ^the 
fluctuations in commercial transactions* 

^XIV. 

BI-METALLISM. 

569. The question of ili-metallism is to bb decided solely 
upon the principles which have beer/ laid down in .Part III., as 
governing the value of lAoney ; but the question is^ne of so 
much popular interest and has been so confused by the paa- 
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Bionntc controvehy waged over it, t}iatjt*maj be Mwth wliile 
to set the points at islue fairly forth, .for the assistance of the 
beginner in .economics. . , 

And ‘first let us (fepict) the situation, in view of wjiich the 
controversy iJas arisen. ' 

^ 660. The Gold-Using^Countries — We find one group of 
States, of gi»v3at importalice in international commerce, whose 
habits of trade make gold money, or bank* notes predicated 
upon a reserve of gold niomy, the most agreeable and con- 
venient UK'dium of exchange. Tliese are rich countries, hav- 
iiig vast accumulations of wealth, 'derived from the industry 
of the past. In^JieiTj, because their productive^ power is large, 
wages are high. In them, trade and industry are oi;ganized 
wit\i a great degree of complexity and minutenes^J It i^not 
needful for our present purpose to name all the countries of 
this group ; but clearly it embraces England, France, Ilel- 
gium* and Holland, in Europe, and on' this continent, the 
United States. i • 

It is admitted, that, in these countries, the* use of silver as 
the ordinarj;^ money of trade would be attended with great 
inconvenience, and would meet so much pngudicc on ;the part 
of the people as to render it inexpedient for any government 
* to propose the introduction of that^metal as the sole money of 
full legal-tender power. These c«mntries, however, use a large 
amount of silver as fractionary money, foi* thd purpose of 
making change in transactions, and for retafl purchases. 

601. The Silver-Using Countries.— On the other hand, 

, we find a group of countrieii, egibrlici^g an aggregate number 
of inhabitants several times greater than thtjse previpusly 
meiftioned, in which tliV facts of industry and the habk,s of 
the people respecting exchange ake such as to make gold an* 
impossible money. Such countries, beyond a dhubt, are 
China and Indit, where the ordinary wage|^ of labor rapge 
from two*to eight cents a day./ Ther^* ai^cOther countries 
— some hi Europe and some in Amerfca — settled by the people 
of Southern^ Europe, in which wages range from twelve to 
‘ thirty cents a day, in some of which the ordinary U8e*'of gold 
as money can 'not be pronounced^ exactly impossible*; yet 
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wnere reasons, both of j^raotical convenience aiid of sentiment 
and habit, give a decided j)rei‘erence to Silver for that pur- 
pose: a^ preference so decide^ that \t i» not reasonable to 
anticipate,! that these countries will %yoi^ if ever, pas!^ over 
from thb silver-using to the g<ild-using |jroup &f eouiitrie#.^ 
The group of countries in respect to vvdiieh we have spoken of the 
use of silver money as more consonant M*lth the faet^of industry 
and the habits of the ifeo])le than tbe use of gold, comprise 
the Spanish American states, Russia, and most, if not all, of 
the southern states of Europe. 

I have said that it is not decessary for our present purpose 
that all commercial countrk^s should bt^ naftied on the one 
side or the other of the dividing line drawn. C^ontroversy 
migly; easily arise as to the jn’oper location of Italy or 
Germany,* perhaps also of Austria ; but we have no call to 
undertake the questiuiA It is luiough if it appear not ’ ly 
that there is one great! group of states wliich, in fact, use gold 
as their principal money, and another great giouj) which use 
silver, but that t4ie preference for the one metal or the other 
is so far determined by economic causes, such as the rate of 
wages, the degree of a^cuniulatcMl wealth, etc., as to make it 
highly probable that the two money metals will continue to be 
used, as now, each within a wide field that is peculiar toHself. 

602. What the Bi-Metallist Proposes.— It is this situation 
which the bl»-mct>allist has in view when he propounds his 
scheme. Acceptii^i: the existence of a large gro\p of couii-* 
tries in which gold naturally circulates an money and another 
inVhich silver is so used^ he i)r 9 m)|!es to create a Jeague of 
B^e^ sojme of which are what we may, for brevity, call silyer 
Btate_C^d some, gold states, which shall, each for itself, but 
by simultaneous action, establish tlie free coinag* f*of the two 

— ; ^ ^ 

* If, for example, Gc^rmany were residvcd into its ionstituent States, 

Bev^ll would nuturaJly gravitate towards the gold-using grmjp ; more, 

fitill, towards the sllrer-using j?roup. In like manner, Northern Italy 

might go io the goid-using group, while Southern lUfly would lend the 

other way. * , 

t The distinction between rfree and gratuitous coinage i« noted in 

par. 196: 
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metals, making Hhe money of oncf metal to .be feg^l-tender 
indifferently with money pf the other metal, in ^ payment_of 
debts, at a certain fitia determined upon in advance bj:.jthe 
consenting states., ^Say^ for example, 15^ dwt. of stiver to 1 
dwt. of gold, the ratio ajiopVed by the states of the Latin 
Union, viz., France, Italy, Belgium and Swita^e^land. JQiP 
bi-metallist ksserts thatj’if such league be formed between a 
considerable .number of important commercial countries, even 
though it does not embrace all countries, the relative value of 
gold and silver will be kept c^ose to the mint-ratio so estab- 
lished. 

\^6n asked.,Vhat> is the object in view in such an interna- 
tional arrangement ; what advantage is anticipated- of suffi- 
cient importance to make it worth while to endeavor to over- 
come the natural reluctance of nations to bind themselves to 
act ip. common respecting matters which touch their sov- 
ereignty, to make it worth while to rbsort to international 
conferences and congresses, the bi-metallist adduces two con-* 
siderations which he alleges to be of vast ifcportance to the 
world’s trj^de andjndustry;. , 

563. A Par of Exchange * Desiredi between Gol^d Coun- 
tries and Silver Countries. —The ffrst is the establishment 
of a p jr of exchange between silver^using and gold-using coun- 
tries. 

We saw (par. 643) that between two coifntriCs having the 
43ame money metal, a par of exchange exfsts. This par of 
exchange is realized whenever t}ie sum of the payments to be 
made in one country by mecchjint^of,the other country, within 
a certain brief period, is equal to the sum of the payments *to 
be made in the latter by the merchants of the former eowntry, 
in which event a merchant paying down a certain amount, 
say 1,000 ounces, of the commoi\ *money metal, say gold, in 
his own country, can thereby purchase the^ right to recpjyej 
himself, dr through his agent or representative — his creditor, 
let us suppose— d, 000 ounces of that metal ip the corantry in 


* The qtflestion of foreign exchanges has been treated under a preceding 
title. 
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question.- "Eichangt? fact, fluctuate afcout this par of 

exchange, now above and now belojv, according to the move; j 
ments of supply and demand, as these, are*, determined by the 
relative^ a%nounts of debts to be paid and of ^aym?nta to 
be received,, respectively, in th<!^ course ot* trade between tfie 
two countncs. The outside limits of these movements of 
exchange aref, as we saw, fixed by tlfc cost of Jxporting or 
importing specie. * , 

But between two countries having money of diflPerent metals, 
say of gold in one country ayd of silver in the other, there is 
no par of exchange, irrespective of a bi-metallic league like 
that under consideration. Wholly *in £>ddit!fj)n to the usual 
movemonts of exchange, the question, how much gold^an 
Indian merrjiant can obtain the right to receive in London, 
by paying down a certain amount of silver in Calcutta, de- 
pends on the silver price of gold and the gold price of , er, 
at the time. And as the two metals have their separate 
•sources of supply, ‘and, to a certain extent, independent uses, 
whether in the Irts or as money, their respective values are 
likely to, fluctuate greatly. 

664 . ♦ It is a nccessAry result of , this that much more uncer- 
tainty is involved in trade between a gold and a silver coun- 
try than between two gold countries, or two silver coiyitries : 
the chances of undeserved losses or unearned gains are greatly; 
increased. J^fo merchant in a silver country selling to a gold' 
country, no mercliant in a gold country selling to a silver 
country, can know for how .much of the metal which forms 
Jl^e money of the country to wb:%h he exports his wares he 
must, sell thenv in order to make himself good for the ujetal 
which be has expended at home in producing or purchafeing 
them. 

The English merchant who sells to Calcutta or Hong Kong 
oi^Mexico, may do all that lies within him with the highest 
wisdom and skill ; he may buy the right sort of gooftsand buy 
them at a bargain, ship tliem at the proper season to*the best 
market, sell them at the highest riding prices, a^id bring the 
proceeds safely home to Liverpool, yet a fall in silver, between 
the sale of ^ the goods and the receipt of the* proceeds, may 
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istrij) him'of all the profits of liis veRtuj;e,*of all th^ fruits of 
tLe year’s business, or'even entail'a heavy loss upon him. 

It is true j^hat, in ^ne sense, \yhat one merchant in an indi- 
vidual tase loses, some other m(;rchaut, or some b^ker, or 
sofne speculatbr, nia^ gain. Rut it is not true that un'earned 
gains encourage industr}; to the extent to whicl| undeserved 
loss(‘s discourage it. Oil the contrary, not only d<,>es the good 
done almost always fall far short of compensating for the evil 
wrought, but *it often ha]>pens that, as mercy between man 
and man blesses both him that gives and him that takes, so 
the sums of wealth transferred by speculation or accident, not 
only 'lea^vc the lot* *!’ grieving and crippled, but curse and blight 
him whom they Seemingly enrich. 

6^6. Now this grievous disadvantage under which inter- 
national trade suffers, the bi-metallist professes to* be able to 
remove, through tlui scheme that has been descrilied. It is 
not ndw the question whether this can, indeed, lie done ; but 
whether the result be desirable, and, if so, desirable , 

in a degree to justify a considerable effort, p(«’haps some sac- 
rifice. 

It is one df the accidents of the contrep^ersy over th\s ques- 
tion that the mono-metallist writers are estopped from deny- 
ing that this result would, if practicable, be desirable in a very, 
high degree. There are but few of those writers who have 
not, in discussion of the effects of imjonvertiUe piPper money, 
treated the ]oss of a par of exchange with fori'ign nations (par. 
220) as a serious disaste/. In dealing with such a case, for exam- 
ple, as that of France betweem in'/!, and 1877, they have attrib* 
uted most unfortunate conseqAences to the inconvertibility of^ 
the njoney of the Republic into tliat which was Uie moyey of 
the commercial ,, world, even tliough the notes of the Bank of* 
France were at a very slight, ofteA hardly aj)precibble, dis- 
count. In the same way these writers, during the continuance 
of the Am|?rican suspension, 1862 to 1870, were accustonfed 
(and riglijily) to attribute to the incoiveriibilit^ of the green- 
backs most injurious effects upon the trade and production of 
« the United^States, and this, even aftej* the premium on gold 
had sunk to a Jow average, and had ceased to fluctuate vio- 
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lenily or. ^pidly. degree of deprociation, ’however 

small, even the liability to depreciation, Vi thout its reality,” 
to use Mr. Bagehot’s phrase, was decl/ired to be. a cause of 
mischief, ito be eradicated by the rnq^st Juu-oic effort s»of the 
suffering nation, at almost any ii^icrifice. * ^ • 

, 566. The Greater Stability of Valu^ in Bi-metallic Money. 
—A second l^neht which, according >) the bi-mciallist chiiiu, 
would result from,the*establishment of an international league 
for the free coinage of both metals, as indifferent* legal tender, 
at a certain fixed ratio, in ])aynient of debts, is that the two 
metals, thus bound togetlie/, would constitute a better momy 
tlian either metal by itself <;oiild hv. • The iiuitpialities j)f Min- 
ing production would tend in a degree to equSlize each otlier, 
with the result of greater uniformity in the ]>. eduction of ^ho 
comt»ound mass, and hence of gri^ater steadiness in the value 
of money. • 

Here, again, the mcno-metallists arc a1 a controversial disad- 
.vantage. In ordc^r to establisli the iniprat t cability of the 
bi-metallic scheiHC, they have dwelt s trongly on the tconhuicy 
of the two imffals to vary widi'ly in value, and this view is 
fully borne out by the^facts of the last tlnVe or four centu- 
ries.* lint this argument against the practicability of the 
bi-metallic scheme virtually amounts to an admission of the 
in(‘rits of that scheim*, if found pr.acticable. 

* Take the present century only, for illustralion. When the century 
opened, silver was ?u course of rapid production. Three doitiU'# 
worth of silver was taken out, w liere one dollar’s worth of gold wsis pro- 
duced. Then came tin; series of American and Mi^xictin revolts 

flttd revolutions, between 1801) and lH2l), by which mining nim:1u.»cry was 
destroyed, mining populations scattered, andj^lie most prolific miinjs of 
the wSrld closed. Mr. Jacob cstimati^s that the stock of^ the precious 
metals in civilized hands fell^)ff\)nt ixth in those tw'Snty years. But 
gold now came in to till the void* In 1833, the mines of the Ouralbegi.n 
^!o ifj^ld largely, whfle about 1830 the gold sands f)f Siberia became 
known. And now onl;j 68 cents' worth of silver wjis prcjduced to a 
dollar's worth of gold. i t • 

In 1848 and 1851 came the gold discoveries of California and Australia, 
and so altered was the relative produclioif of the two mehds that only 27 
tcents' worth of silver was taRen out, to a dollar's wofth of g^ld ! After 
1861, however,’ the facts of projjiuction became more ftAorable to silver 
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I think it mitst be conceded^ oh this** statement,' that the 
; bi-metallic scheme, if^t cojild be carried out so as to realize the 
expectationc of its jrdvacates, would confer very greaUbenefits 
upon iAternational tyade, and, by consequence, upoif the pro- 
iduction of wealth.* , 

667. Is it Practicable?— Let us, then, inquire what are the 
economic cofiditions of ^ne case ; how far it is feasonable to 
believe that tjiis scheme could be successful^ established. 

What is the force to which the bi-metallist looks to restrain 
the tendency to divergence between the values of the two 
money metals, silver and gold ? It is evident that any rational 
schemefto influence value*’raust aim at affecting either supply 
or demand. Can, then, government influence the supply of or 
the demand for a money metal? Clearly, unmistakably, ^es. 
Government can in a very great degree influence the demand 
for either of the money metals by coining it into money and 
conferring on the coin legal tender power. 

In 1873 began a still further movement in the same direction. The 
director of the United States mint estimated the world's production of 
gold in ISii-l v,t one hiindred and two million dollars, and of* silver (at 
10 : 1 of gold) at one hundred and sixteen million dollars. ^ 

* I do not here present the argwmiit from the status in favor of the 
•remonetization of silver in Europe and Arperica, as money of full legal 
tender power, at a certain ratio to money of gold, under free coinage. 
That argument has respect to the vast bodies of debtsiand »axed charges, 
both public and private, contracted before the Germjin demonetization of 
sfiver (say, lS73). It is urged that to require these debts, whether interest 
or principal, or both, to bfi paid in moKey whose purchasing power h^s 
, been enhanced by the diminutiomof its vSlunpe through the extrusion oj 
silver ((jxcept as small change) from the money system of Europe and 
America, will prove both a grievous injustice, as between debtor and credi- 
tor, and a greatso^urce of injury to tradqand production. The Engjish eco-* 
nomic statisticians are generally agreed ihat the purchasing^power of 
gold has largely increased since the German demonetization. How^ 
far this has been in consequence of that demonetization, is matter of ^s- 
pute. Thc*^ aggregate amount of national (}ebts^ ^ now stated at 
$27,000,000,000. Xhere arc, in addition, \*cist bodies oj public or politi- 
calindebtedness, «on the part of counties, cities and towns. Then we 
, have the enormuus mass of corporate (industrial), and private debts, the 
burden of Mich (at any time) depends primarily upon the purchasing 
power of the, money in which interest ortprincipal is to be^paid. 
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To illustrate this/ lej; us suppose that, in any country, both 
gold and silver are madg legal tender iif payment of debts, at 
the ratio of 15^ of silver to 1 of gold; tlmt is, tli« law decrees 
that a d^tor may extinguish an obligatjon by the paj^neiit of 
coins cbntaiuing a certain numlder of ounies of ^old, or, at his 
option, coins containing fifteen and a. half times that number 
of ounces of»silver. Let it be assumed that, at tSe moment of 
the decree, this -wat? the actual market ratio between the 
metals. 

Let it now be supposed tltat causes, natural or commercial, 
^that is, affecting the supply of one metal or the other, 
or affecting the demand for the fine* or the othei, begin 
to operate to produce a divergence from tfiis ratio ; sa;^, to 
ma^e an ounce of gold worth IS.OO ounces of silver, what will 
occur ? The bi-metallic principle will at once begin to act inS[ 
restraint of this mo\*enient toward divergence, llow ’ itJ 
operate ? Tlirough *the desire of every debtor to meet his 
• maturing obligations in the cheaj)cning metal. All debtors 
will, in the cas^ supposed, seek silver. This extension of 
demand acts directly in contravention of the force which is 
lowering its value. On the other hand, the metal — gold — 
which is tending to become dearer, from that fact falls out of 
demand. No debtor seek^ it as the means of i>aying lii^ debts. ' 
j This diminution of demand at once operates in counteraction 
! of the forced tending to raise the value of gold. 

B08. The Opinion of Mono-Metallic Writerj.— Now, is 
this a purely fanciful view of the subjeat, taken only by advo- 
cates of the bi-metallic |ch^)me*?^ ^n the contrary/ it lias been . 
feen in operation over extensive countries, of great comme;-cial 
impo^’tance, through long periods of tihie ; and the validifiy of 
the cause is fully confessed by mono-metallic vfriters of tlie 
highest itjputation. 

^ Chevalier, tlie eminent French economist, writing of this 
system as it pfc^vaijpd yi his own country in 185 /, when, in 
oonseqrence of the gredt gold discoveries in Calif oVnia and 
Australia, gold was tending to falliand silver to jise, and thus 
to pull jfway from the mint ratio of 15^ : l,*then established 
in Finance, speaks thus ejnphatically : “ Whilst t^lus state of 
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things lasts, it Trill be impossible at Lohdon, Brussels, Ham- 
burg, or even at Hew Yprk, or at any other great center of 
commerce, for gol^ tOr fall m^ch below 15 1 times it^ weight 
in silver.” And Pr<?f. Cairnes, writing of the saifte^ period, 
said : “ The crop of gojd lias been unusually^ large ; the 

increase in the supply 4ias caused a fall in its value ; the fall 
in its value Hias led to ifs being substituted for s*ilver ; a mass 
of silver has /iius been disengaged from pui*[)oses which it was 
formerly employed to serve ; and the result has been that the 
two metals ham fallen in value together P 

Mr. Bagehot wrote in the London Economist : “ Whenever 
the values of tlj^3 two metals alt(;red, these [bi-metallic] coun- 
trijjs acted as equalizing machines ; they took the metal which 
fell, they sold tlie metal which rose ; and thus ,the relutive 
value of the two was kc})t at its old point.” 

And the lat(‘ Prof. Jevons, writing in 1874, under the title, 
the Equivalence of ( 'ominodities (see juir. 142), says : “It is 
upon this princi})le that we must explain*' the extraordinary* 
permanenc.e of the i*atio of exchange of gohf and silver : that 
this fixedness of ratio does not depend upon the amount and, 
cost of productio)i/i» \>YoyLH']. by tin* ve^y slight eft’ec^ of the 
Australian or Californian dis(*overies.” 

Aink elsewhere Prof. Lwons thu,'^ illustrates the com})ensa- 
tory action of the two nietals : “Tinagino two reservoirs of 
water, (‘ach subject to independent variations ol supply and 
demand. ‘In tlie aliseiujc of any connecting pipe, the level of 
the water in each reservoir will be subject to its own fluctua- 
tions only.* But, if we oj)iv«, C()iin#ction, the water in bo^i 
willt assume a certain mean level, and tlie effeetjr? of any ^exces- 
sive* supply or demand will be distributed over the* whole 
area of both rlscu’voirs. . 

4 ) ^ 

“ The mass of the metals, gold and silver, circulating in 
Western Euro])e in late years, is exactly re^>rescnted byf.ldi^ 
water in these res(‘rvoirs, and the coii'mjcVngijdpc is the law of 
the 7th Lrerminat an XI,* which enables one nuetal to take the 
place of the pther as an unlimited legal tender.” 

I . ^ 

* French revolntionfiry style for the year 18011, the date conlmoiily 
assigned to the cstt^hlisliment of the hi-mcmllic system in Rrance. 
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569. .:^-Metamsns n6t a Chimera.-Wj boo, th™, that 
tlAa-bi-metalUc sclieiue it?, based upou economic })iiiiciplcs wliicb 

If it beVorth whilV for ai\y nation to 
undertalxi this work of bolding siher»and gold to^Vtlicr it 
can, do so just as long as it bis ajiy considerable (JlUllltil,y^)f 
tbe metal wbicb at tlie time tends*to become dt'artT, to'dis- 
pose of. I# it be wortb while for“^ any group uf nations to 
undertake this, tHe'y can maintain tbe ap})roxiinoXe efiuivaleney 
of tbe two metals just as long as their joint stock of Um' metal 
Avdiicb at that time tends tp become dearer remains unex- 
hausted. Every additional state tliat joins tin* bi-i]j(‘pillio 
group strengthens tbe system in two* wjnjs, lirst, bv con- 
tri])utiiig to the supply of tlie metal wliich may, under ^the 
natural or commercial conditions prevailing at the tiim*, Uanl 
to become dearer, and, secondly, by withdrawing itself from 
tbe list of States whi^li may ])ossibly contribute to tin* d ,.iiaiul 
for that metal. 

570. The Operation Illustrated.— Wc may sui)pose tbe 
commercial w or i’S to be divided into sixteen stales, A to l\the 
first six, having the singl(‘ gold s(andar<l,; foar.^tj to J, the 
so-called double staAdard e.i gold and silver, under th.e 
bi-metallic system : say at 15.1 : 1 ; tlse remaining states hav- 
ing the single standard ^f silver, tiuis : 

A, 11, C, 1), E, F, (G, Tl, T, .1,) K, L, iM, P. 

It is evidtbit fliat, in the event of a enang(* in tiie eondi- 
tions of su]»])ly trending to '‘heap(‘5i silver rciat-ivoly to goio\ 


tbe new siha*r w^ould pass Iwio thr <*oifntri('s uf tho double 

• • 

Ijundard, G to J, and fee t^u*R*tf‘Xclianged for A’id, ^it tbe ' 
rate pf 15^ : with some small pn niiuin as tlic ]>rofi^ of 
tbe transact ion, and, as a result, the gold displaced from 
the (urculation would be pxport^ 1 to the golfl co\iutrios, A 
to F, in ^s^ttlemcuit of tradei balances. 

iShe rapidity with which this substitution of silveu* for 
gold in the l^iiietallicj slates will jiroceed must di'penel, 
first, on the fo 3 K*,e of tlie natural eauses op(*r?iti|ig to cheapen 


silver; and, secondly, on the force *of the commercial eaiisen 
operating to maintain ?)r advance the v.'dift„jof g5>bl. The 
length of ti^me during which tbe drain of the dearer metal 
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can be sustaxnedo without exhaustion, (given ^h? rate of 
movement) depend solelj upon the stock of that metal 
existing in the bi-metallic stat;;8 when the drain begins. 

But dnief among the c/jiuses operating to advance ^lie value 
of gold, is the exclusive p^owtr with which gold is invested 
by law to pay debts in states A to F ; while the .stock of the 
dearer metal available to sustain the drain described, is 
made up, not j[)f all the gold in the sixteen states A to P, or 
in the ten states A to J, but only of the gold in the four bi- 
metallic states, G to J. 

Now, let us suppose the sixteen commercial states to be 
somewluit differently divided, as follows : 

A, B, C, D, (E, F, G, n, I, J, K, L,) M, N, 0, P. ^ 

The bi-metallic system is now not twice merely^ but niany 
times as strong, since not only is the amount of the dearer 
metal subject to drain increased, but the demand for that 
metal, in preference to silver at 15 | : 1 , now comes from four 
countries only, instead of six, as formerly. ♦ 

The transfer of still another state from jach of the two 
single-standard groups, would vastly increase the stability of 
the bi-metallic system. 

A, B, C, (D, E, F, G, H, I, J, K, L, M,) N, 0, P. Not 
only w^ould the base of the system be broadened by bringing 
the dearer metal of ten states, D to M, under tribute, in the 
event of changes operating on the supply of either metal ; 
lut the foice threatening the equilibrium of the system would 
be reduced, since the .demand for the dearer metal would now 
come from only three states,;^ 9? ^ cheap- 

enii^ of silver relatively to gold ; N, 0, P, in the case of a 
cheapening of gold relatively to silver. Those three ^tates 
can not take the dearer metal indefinitely. They would soon 
be surfeited. A further increase oi money in them. would be 
followed by a fall in its value, which would^ soon proceed^si>-‘ 
far as to bring the metals together J^gaiiij ^ 

And it is to be noted that, with a bi-metallic league embrac- 
ing so many states, those which tended naturally to the use of 
silver as money would continue to use silver predominantly ; 
those which tehded to use gold would still use gold as their 
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main mon»y of cifculaiion. Whenever pauses Uegan to 
operate to cheapen silver relatively to gi)ld (at the mint ratio 
between the two metals established by the league), the gold 
using countries would take some additional silver and discard 
some gold ; but this increase ofr demand ^or silver and dinli- 
nution of d*emand for gold would check the movement to 
divergence before the character of jthe circulating medium 
became greatly changed. In the event of a cheapening of 
gold relatively to silver, the substitution of gold* for silver, in 
the silver-using states, to the extent only of a small fraction 
of their circulation, would ^utece to put a stop to the move- 
ment. 

671. This is the bi-metallic scheme. ''Ae question of 
securing the co-operation of independent states to any ena, is 
a political, not an economic question : that is, the desired end 
is to be .obtained b^' ithe action of governments, mov^ i by 
various considerations and interests, and not by the laWs of 
, trade. 

Our limits wil\ not permit us to enter into a discussion of 
the causes which have, since 18^4, suspended the bi-metallic 
policy of the Latin Ur,ion, or o^ the probabilities of the future 
respecting the indifferent use of gold and silver as money. 

‘ XV. 

THE BEVKXITE OP THE STATE. 

» 

572. 'Jlh^, r^Yenue of the State may be derived from. : 

I. Voluntary Contriljution^.*, 

^ It is, to most of us, difficult to conceive a state of society 
where the expenses of government should be met through 
bpontaneous self-assessment yet, in a more ptiniitive condi- 
tion, suck a state of things has existed widely, f and in a 
" happy instances has come down nearly to our day. 

■ M 

♦Voluntary TaiiAion/ sayf-* Emile de Girardin, it is the Stajte stimu- 
lated ; it Is the Sute economical ; it is the State Republjican and Demo- 
cratic. » 

f The ■^ords Dona, Ben&rolences, etc., in the history of revenue, 
testify to the original assumption that contribution was voluntaiy. 
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The papal revenues * may perhaps J»e brought finder this 
title. Adam Smith fcites Hamburg^ Basle, Zurich, Under- 
wald, Holland, and other, communities, where the self-valuation 
of the <htizen was acc^pt^d. 

An Americ4n, f lolig resideAt in Europe, thus descrfbes his 
experience in a communk-y where the principle of ‘self-assess- 
ment still su#nved : v 

“ For four y^ears it was the good fohtune of the present 
writer to be domiciled in one of these communities. Incredi- 
ble as it may seem to believers in the necessity of a legal 
enforcement of taxes by pains and* penalties, he was, for that 
period, by law arid usage,* in the -strictest sense of the term, 
his own assessor and his own tax gatherer. In comm 9 n with 
the other citizens, he was invited, without sworn statemei^ or 
declaration, to make such contribution to the public charges 
as seemed to him just and equal. That sum, uncounted by 
any official, unknown to any but himstflf, he was asked to 
drop, with his own hand, into a strong public chest ; on doing 
which, his name was checked off the list of iontributors, his 
duty done.” 

673. n. tucrative Prerogatives, Pablic Properfy, and 
State Enterprise. 

* The following may bo named as the chief sources of reve- 
nue under this head : 

(1.) Rent-charges in favor of the state as the proprietor of 
ajl lands. •This has ])een fully discussed under the title : the 
Nationalization of th^, Land (pars. 496-605). 

(2.) Esoheat : the principle^ that the state is the proprietor 
of all property to which individual titles or claims are lost? 
This principle was early established in alf countries t^hose 
legal or fiscal bistory we know. •> 

It is evident that the scope of ttts principle will widen oi 


* The Pcl*pe was the greatest capitalist tjie Jfkidle Ages. The 
British P&rliament at one time declared thfc revenues derived from the 
people of that Kingdom by thp Pope to be five times as great as those 
obtdned by^the Crown. „ 

t Rev. Dr.^ Walren, President of Boston University. 
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contract, 4n correspondence with the la'v^ regulating the 
descent and beejuest of preJperty and {)rescribmg the times 
and modes of proving claims. Uiyior»the feudal system, 
escheat <^)nstituted a most importai\t spurce of revenue. In 
England, tlic right of devisia^ real property 'did not exist 
after the Conquest, until the time of Henry VIII. Modern 
society, howi'ver, has given continuaJy wider extension to the 
power of bequest aCnd the principle of inheritance, until 
escheat has ceased to be of much importance. 

In 1795, the great English law reformer, Jeremy Bcntham, 
in a pamphlet entitled, “E*sclieat vice Taxation,” propounded 
a sch(‘me by wliich the entii*e revtuifte of th^ state sl^pu/d be 
derived from this source. 

IJenthain ])ropoHed an extension of the existing law of 
escheat, “ a law coeval with the very first elements of the Con- 
stitution,” and a co.»responding limitation of the po.^ci of 
bequest. The effecif intended was to be “ the approj^riating to 
the use of the public #11 vacant successions, property of every 
denomination included, on the failure of near relations, 
will or no will, subject only to the power of bequest, as here- 
inafter^limited.” 

By near relations, he means “ such relations as stand within 
the degrees termed prohibited with reference Jo mar-’ 
riage.” 

Further, hi the case of “ such relations within the pale as 
are not only childless, but without prosj)ect of Ciiildren,” he 
proposes, that, instead of taking their, share in money, they 
should take only the interest <4^ it for life. , , 

‘‘ As to the latitude to be left to the power of bequest^” he 
writpa^ “I should propose it to be continued in respect to the 
•half, of whatever })roperty* wo^ild be at present subject to 
that power.” 

. ^Benthaih argues that in the distribution of property there 
is no sense of Jiardship l^ut in proportion to disappointment : 
expectation th^warted. ‘‘Hardship,” he says, “depefids upon 
disappointment », disappointment ypon expectation ; expecta- 
tion upftn the dispensations, meaning the Icngwri dispensations, 
of tile law.” ^ ' • 
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If, therefore, tie law were so fnim^d,* distant delations* 
would not expect to sdicceed ; would qonsequently not be dis- 
appointed ; and would consequently suffer no hardship, 

674. (3.) Fines and^^fo^feitures for Criminality an ^ Delin' 
qu6ncy. Sincfe governments exists largely for the protection 
of life, property and labor, the cost of maintain; ng govern- 
ment and administering ^Justice might properly b3 drawn, if 
it were found possible, from the delinquent and criminal class. 

In feudal times, fines and forfeitures constituted a very 
important source of revenue to the crown. 

(a) The relation of the tenant to the lord was a personal 
one, an^any faihlre impersonal loyalty, though it did not be- 
come a crime against society, was punished by heavy fines or 
by total forfeiture. 

(A) The crimes of those days were largely political, and 
political offenders are likely to be men of® wealth and position. 
The Wars of the Roses were so fruitful df forfeitures that a 
large proportion of the land became the ^property of the 
crown. 

In the present a^e political crimes have become compara- 
tively infrequent, and the criminal class are now fnainly 
drawn from the poor, who are not proper, perhaps not possible, 
kubjects.for pecuniary exaction. ^ 

Hence this branch of })ublic revenue has shrunk into com- 
parative insignifican(;e. Fines and forfeiture# paj* a part of 
thfi expense of strictly judicial establishments, especially of 
the lower or police courts ; but they add little to the general 
.receipts of tJie state. 

(4.] Tributes from colonies, dependencies and conqueted 
nations, including war fiVies, requisitions and indemnities. , 

The subject is a fascinating one ; f but I must resist the ’ 
temptation to enlarge upon it. 

* The principle of Bentham’s proposal is sanctioned* by the legacy 
■uccession Julies of England, which exact t{n pel ce£'t; from strangers, 
and only one per qenl. from children. 

^ f It would be specially interesting to compare the system of ^exaction 
practiced by*the Greeks, Carthaginians and Romans, in ancient times, 
and by the Dutch alhd Portuguese, in modt^n times, with the English sys* 


^THE REVENUE OF THE STATE 479 

576. (^.) Tbe^^ltp of Q^ces, honors^ and* title^^ 

This source of revenue makes a very prominent figure in 
the history of finance ; but Ras, at prest\nt, mainly a curious 
interest.'^ 

The sale, of offices, titles, etc., by the" state/ may fall into 
several different categories. 

(a) The 'feale of offices of dignfty and hoifor, as in tho 
case of the patehts of nobility, granted by Jaimes L* of Eng- 
land, the effect of which merely is to lower the real honor and 
dignity of such offices, perha 4)8 with only a political and social 
retribution. 

(^) The sale of offices, as under*many ot\the Popcis, which 
parry salaries in the nature of annuities terminable by dpath, 
tho price paid representing, more or less exactly from the 
actuarial point of view, the capitalized value of tlie annirty. 

(c) The sale of offices, as once practiced largely in ij? ranee, 
which carry exemptions from political bur^lons and from 
taxes. This anfounts simply to a sale of the rights of the 
state in respecAo taxation, and is, in effect, an anticipation of 
revenue. A government which was in ,8uch straits as to 
resort 4)0 practices lii^c these would be likely to make a very 
bad bargain for itself ; and so in France it proved. 

“ As the finances became more embarrassed,” says M. de 


tem of seeking thfe interest of the mother country, or tUe conquering 
country, in the right to impose navigation laws and commercial restric- 
twns, and in the benefits of p^^tfonage in officering the public bcrvice of 
•^colonies and dependencies.-* ' 

* The sum paid UJ constitute a Baron was ^10,000 ; a viscount, £45,000, 
an Earl, £20,000.— Taylor, Hist, of Taxation in England^. 

“ The price of the dignity (jf a Baronet,” says Tayldf, “ was equivalent 
to £i095f mnety-three of whom were created.” 

' >^hese are instances of the sale of officci? to willing purchasers. James* 
son, Charles I., yndertpok tjie sale of his offices to his objects, mlly 
nilly. He revived the feudAl practice of “ Knight’^ Pee,*’ and compelled 
persons holding Jand of a certain yearly vaiue to* come up and be 
knighted, or submit to a fine for contu&acy. Brodie scjys, “ Charles did^ 
not restrict it to men of landed property, but included lessees, merchant^ 
and others.”— Bist. Br. Em^^ire. 
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Tocqueville, (jffices were. creafe(i, with exemptions 

from taxation or privileg^es by way of salary ; and as they 
were created to supply the wan^s of the treasury and* not the 
rej[uirement8 of tlie jKfblie service, an immense iiumbA* them 
were useless or positively mischievous. 

“ As early as 1604, wh'en Colbert instituted aif inquiry into 
the subject, ft was disco'^ered that the capital invested in this 
miserable business nearly amounted to 500,000,000 livres. It 
is said that Richelieu abolished 100,000 offices. They rose 
anew, under fresh names. For* trifle of money, the state 
bart(jrcd away the right of directing and controlling its own 
servants. Tlie «ct rhsult of this system was a government 
machine, so vast, so complicated, so cumbrous, and s(5 ineffi- 
cient that it was actually found necessary to let it* stand Mle, 
while a new instrument, constructed with more simplicity and 
better^adapted for use, performed the work which these count' 
less functionaries were supposed to do.” 

It was Louis XIL who systematized the s*ale of offices, and 
Henry IV. who first sold hereditary ones. 

(d) The tjale of# offices, as notably under tlio Roman Em- 
pire, which carry rights, privileges and ‘exclusive op|fortuni- 
ties by which the })urchaser may reimburse himself for his 
outlay, either through a monopoly or through the collection 
and disbursement of the public revenue. 

570. (6.) ppmains (L’Etat Capitaliste.) 

•Even under the modern European primdple of the jirivate 
ownership of land, the*'state is, in* all countries, the possessor 
• of larger or*smaller domains* ffom wMich a revenue may bet 
derived. 

It is the h^bit of writers on finance to speak, and perhaps^ 
justly, in the m*bst disparaging tone <of the administration of 
public estates, for productive uses.*** Adam Smitlx expresses 

t 

*M. Le5oy Beaulieu dwells upon the distinction oetween me nroperly 
of the State, whicli is hdt to the enjoyment of the coiijmunity, or which 
^ is devoted to gof/ernment uses, ^d that which is sought- to be, adminis- 
tered productively. «rhe termer he terms public; the latter 
pHvede V*Etat 
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himself- id the. strongpsf terms. “The servants ot* the most 
negligent master are . better superiiftended than the ser 
vants the most vigilant sovereign,” »Ref erring to his own 
country^ he says ; “The crown-lai^ds,of Great Britain* d<: 
not, al present, afford the foiVth part off the reht w^hich ccMld 
probably be drawn from them, if they were the property oi 
private perions. If the crown-land^ were more extensive, it ie 
probable they would be still worse managed.” And, not tc 
disparage English administration too greatly, tie adds : “ In 
the present state of the greater part of the civilized monar- 
chies of Europe, the rent of all lands in the country, managed 
as they would probably be* if tln'j^ aU belonged to ,onfc pro- 
prietor, would scarce amount, perhaps, to the ordinary revenue 
wj^icli they levy upon the people, even in peaceful times?’ 

However much this statement might re(juire to be modified 
with respect to the management of government propei ty in a 
country like Gernlany, with its admirable civil service and 
its systematic administration of public trusts, no one would 
think of questioning the full literal truth of Adam Smitli’s 
declaration if applied to our own countrjy, with its civil ser- 
vice b^sed upon the principles of rotation in officii and appoint- 
ment as the reward of partisan activity. 

Of the present European States, Russia, Prussia.^ Bavarifif, 
Sweden, and Hanover, derive considerable revenue from pub- 

» t 

*Did our space allow, it would be interestiug to refer to the alUna- 
tions and resumptions and renewed alienations of the Crown-lands, 
through the reigns of the Tudors Stuarts. Strangel^Y enough, it was 

that model financier, William III., who effcicted the greatest havoc among 
the^royal domains. ‘One can sc^ircely read of the wholesale squandering of 
the 'property of the Crown by thismon irch, without the suspicion lhat he 
deafly saw the coming on of the modern system of* finance, when the 
neccssiti^ of the state should pe met, no longer by rent# and fines and for- 
jEeitures anS escheats and purveyance, hut by systematic taxation ; and 
lhat, in something like contempt for the feudal sources jf revenue, he 
purposely chose 1?> diiftipatJ the patrimony on which his predj^cessors had 
reli^. “ At tlib end of William’s reign,” says Sir Jlay, “ Parliament, 
having obtained accounts of the state of»the land rovenuQp, found that they 
had been reduced by grafits, alienations, incumlyances, reversions, and^ 
pensions, until they scarcely^exceeded the rent-roll \)f a squire.” 
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lie domains, the first named being s6 pfe-feminent fii this re®^ 
pect that M. Cherbuliez * mentions it as almost the only 
state which -draws f notable proportion of its revenue from 
such a Source. 

1577. (1) SlateJEAterpiiga_^ Entrepreneur).~rWhat- 

ever the disabilities of the state in acquiring a revenue from 
the rental of sale of property, whether that consist of agri- 
cultural lands^ or mines, or forests, or fisliefies, or phosphate 
deposits, those disabilities are greatly increased when the state 
undertakes the management of /;oramercial or manufacturing 
business.! The state as capitalist is at no small disadvMitage j 
as entrepreneur, J^nat disaavantagb is vastly aggravated. . 

Yet the rule of failure, on this side of governmental agency^ 
is not unbroken. Dr. Smith mentions the republic of Hum- 
burg as deriving a considerable revenue from a public wine 
cellar and from an apothecary’s shop. The profits of bank- 
ing I have been realized in a notable degree by several cities, 
among them Hamburg, Venice and Amstefdam. The post- 
oflice can bo made, and has, been made, to* pay,” and that 
handsomely. If tl^e post-office in the United States is not a 
source of revenue, it is because our people have chosen to 
make it an agency for promoting the settlement of the coun- 
try. The business of distilling in Russia, of sugar refining in ' 
Egypt, and of opium manufacture in British India, have been 
made the subject of no inconsiderable profit to government, 

» * 

* Science Economique. 'Wortli mentloping in this connection are tfiC 
•sugar plantations, private propert/ of the Khtdive of Egypt, the guano^ 
deposits of Peru and Chili, and the inahogany forests of Honduras, on 
the credit of which vast lo^ns have been obtained, within recenf years, 
In the London Aiafket. 

t Adam Smith remarks that no two chjifacters are’ more inlonsistept 
. than those of trader and sovereign. “ If the trading spirit of the Eng]jgh* 
East India Company rendered them very Imd sovereigns, the spirit of 
sovereignty seems to have rendered them eqJally bad Traders. " 

fThe Prussian 3ank in 1874 declared dividends p/ 12 8-4 per cent. 
One-half the net«gains of the bank go to the state. The United 'Spates was 
a partner to l!ie extent of one-fifth in the bank of 1791-1811, and agfin in 
that of 1816-1§86. ' 
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The supply* of towns in tlfe matter of water, »and, in a smallei 
number of instances, of gas, has bgen attempted, not unsuc- 
cessfull^, by municipal govenhneiits. 

The iniAance which ,goes furthest t» contradict the generally 
received opinion of the hopeless jncapatjity ot^ the state to 
conduct indu‘^trial enterprises, is afforded by the railways of 
Germany. » 

678. m. Quadi Taxes.— The following may,be named as 
sources of revenue under this head : 

(1.) Monopolies conferred ]}pon individuals or corporations, 
in con4.dcration of a capital sum paid down, or of a share in 
the resulting profits. 

Monopolies have played a conspicuous part ir the histor;^ of 
pubj/c rcvei\ues; and, in spite of the spirit of the age which 
is, in general, strongly o])posed to exclusive privileges of man- 
ufacture and sale, theV still form a prominent feature in the 
budget of many countries of Europe. 

* Monopolies may be commercial, industrial or financial. 
The distinction Between the monoj)olie8 of the past and those 
of the present day is marked. Formerly monopolies were 
granted I for the profit of the government, to persons and 
corporations to carry on a vast variety of operations,* great 
and small alike, most of .which were susceptible of private 
management. 


* The story of the^ rapid exteiisiv)n of monopolies in England und^^ 
Elizabeth, of the indignation uroi^ed thereby throughout the realm, and 
of the submission of the haughty Tody? to the rising storrji, is familiar 
every school-l)oy. Hume remarked that, had Elizal)oth’« system of 
monoiJoUes been continued, the England of day would have confined 
^ littft industry as Morocco or the coast of Barhary. ^ , 

Chafles I. played ^the same yame as Elizabeth, and arous(*d an equal 
popular iifhi^nation, until even the subservient judges kicked at the 
restraints everywhere imposed upon trade. 

Says Brodie, after referring to the soap monopoly: "inmost every 
article of ordinary'*conlfumplion, whether of manufacture or>not, was 
exposed to a simillr^abuse ; salt, starch, coals, iron, win«, pens, cards and 
dice, beavers, felts, bone-lace, etc., meat dressed in taverns, tobacco, 
wine casks, brewing and distilling, lamprons, weighing 6f hay and 
straw hi London and Westmiu'iter, gauging of red herrings,, butter-casks, 
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Such were the monopolies of the Wth and 18tli centuries, 
To-day, under the light of political economy, all prudent gov- 
ernments restrict t^ie principle of monopoly to a yery few 
highly ^important interests, and, hy preference, to those which 
in their natufe tend' toward monopoly. Thus Bentham, that 
arch enemy of monopolies, proposed the collei?tion of large 
revenues fi*om bankersiiwho were to be compensated by a 
monopoly within their several districts, ofi the ground that 
banking was a business tending to monopoly. 

In the same way, taxes on Railway goods and passenger 
traffic in England and France liave been defended, even by 
free-traders, on^the ground that railway transportation is nec- 
esijarily very much of a mono])oly ; that full and effective 
competition can rarely be introdu<ied and nevej long main- 
tained ; and that the state may, therefore, accepting the fact 
of a pibstantial monopoly, pro])erIy derive a profit therefrom. 

But there are also certain specual interests of great commer- 
cial importance, in every way fitted for j)rivate management,® 
which, on account of their high capability for yielding reve- 
nue, some enlightened nations still constitute exceptions to the 
principle of open public competition. 

Among the subjects thus specially excepted from tne prin- 
ciple (if competition, are opium, sa^t, tobacco and matches. 

670. — (2.) Lotteries. This needs only to be mentioned as 
a source of revenue largely made use of, in the fast, and still 
forming a'n important feature in the budget^ of many civilized 
countries. Of the moral and so,cial objections* to this system 
of raising«money, we are ni,t4ealffid lo speak here. Eeon^)^- 
ically speaking, there can be no doubt fjiat, while lotteries 
aff(5rd a most effective* means of securing a present fevenue. 


kcit« ^ 

and seaweed, linen cloth, rags, hcyis, buttons, hats, gutlstring, spec- 

down’ pipes, etc., saltp(‘ter, gunpowder, ii! short, artictes 

lies, an 


to tlyj sole gathering of rags, were all under tiie fetters of moEono- 


^ It is M ' 

less did ^ that the laws against private lotteries which, doubt- 

’ luck to educate thaf public sentiment which now makes even 

^ \ries impossible in many countries, originated in the desire to 

secure to the . * ^ 

'j state the profits of this sourpe of gam 


<k consequently deeply taxed.’ 
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appealing*, as they do, ‘to* one of the strongest passions of 
human nature, they yet, in their ultimate effect, weaken the 
state by adiscouraging patient industry, ard thus ’impair the 
revenue Reliabilities o£*any people among* whom tJiey come to 
be extensively employed. In t^^o of the si-ates o*f the Ameri- 
can union, lotteries are still conducted* under government pat- 
ronage. EveVy one is^ familiar with them as agencie s for col- 
lecting money for charitable and religious associations. 

680. — (3.) Purveyance.— The right of buying provisions 
and other necessaries for the use of tlic royal household, at an 
aj)praised valuation, in j)referencc to all other purchasers ^and 
even without the consent of the owneV, might havvi been 
included* among the “ lucrative prerogatives ” mentioned unjier 
a foumer head, or may indifferently be regarded as a quasi 
tax. Once extensively practiced, purveyance is now greally 
restrained and confined, and in almost all highly civjlizc'd 
countries is wholly discontinued — except during actual war, 
“or in the case of a royal progress. 

681. — (4.) Fee s. — A fourth mode of raising revenius which 
partakes Jargely of tlie nature of a tax, without bearing its 
form, is tlirough the eJaction of fees for stated or occasional 
services performed by the agents of the State. 

So far as fees are, in the* phrase of C4arnier, not that 

is, so far as they constitute merely a return for the expense 
to which the individual receiving tlie benefit lias put the state, 
on his own behalf, they do not come under the present title* 
We arc only concerned here with fees e^tacted by the st:ite as 
a* means of revenue, in -•excess the expense to’whu hthe 
state -is put by th« performance of the service, and where, 
perhat|)8, the so-called service is itself interposed^ only as** an 
occasion for the imposition of a tax, as in the case of many 
custom-hou^e services. ’ 

^ luito the same ' category would properly fall all the fees 
exacted from individuals ^here the main benefit ii^ i;eceived 
by the community, even though the aggregate of such receipts 
should nqt equal the expense to the* state of maintaining some 
necessary service. Judicial fees are often of ^ ^his nature, the 
cost of obtai^ning the adjudication of a great principle having 
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been formerly liirown upon single individuals, v^O were fre% 
quently less benefited than thousands of others by the deci- 
sions reached. This system was fiercely attacked byJBentham, 

“ Who goeth to warfare at any tim^ at his o^ charges ? 
saith St. Paul, is the po'or litigant who makes war upon 
injustice.” 

It is also fairly a question whether ^he mainfenance of the 
ordinary roads of a country is not, in sucfi a sense and in so 
far, a general charge, that fees, under the name of tolls, con- 
stitute a quad tax^ instead of being, according to the assump- 
tion on which they are collected, the price paid by the 
individual for^a setvice rendered to himself directly and 
eijclusively. ♦ 

Of other forms of quasi taxes (5) sijigniorage*on. thot^S, 
and (6) the issue of paper money^ enough has been said in 
Par^ III. 

682. IV, Taxation in its Various Forms.— Taxation may 
be considered (a) according to its ultimate Bases, which may 
be Rent-bearing land, Wealth, Revenue, Faculty, or JExpendi- 

. ture, one or all of those.. • 

The first we have already discussed under the title “ The 
Nationalization of the Land.” A tax on rent, we have seen, is 
not a general tax. It does not falkupon those members of the 
community who do not own land. It does not affect the price 
of produce. It amounts merely to the assumption, or usurpa- 
•don, as bne is disposed to regard it, by the state, of the 
surplus of produce above the cost of cultivating the nojrent 
lands. 

A tax upon the no-rent lands, either by themselvef, or in 
coiamon w[th other lands, is a tax on produce. 

683, Again, taxation may be, considered (^) witi^ reference 
to the equities of contribution. In this connectiem we mig^t 
discuss : 

(1.) ^ The Physiocratic theory (fl Taxatrldn. The French 
Physiocrats (par. 48) holding, as they did, thkt land, alone pf 
all agencies# of productiofi, yields a ^return above tlje cost of 
production, proposed, thereupon, to make land yield #.all the 
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revenue of the statej, as ai measure both of justice* and of 
political expediency.* 

This tax is to be distinguished from the assumption by the 
state of the^Unearned Increment of Land^ as proposed by Mr. 
Mill and *his associates. * The lajter, as we) have i/seeii, woul(> 
not raise the price of produce. The*fqrmer would do so, and 
was intended t^o do so. 

^ But, with the complete refutation of the physiocratic theory 
of production fell the physiocratic sclienie of taxation. 

(2.) The Social Dividend Theory of Taxation, which is, in 
effect, that the members of the^ community should contribute 
to the public support in proportion tO'4he,beniifits they derive 
from the protection of the state, or according as the services 
they receive cost the state more or cost it k^ss. • 

(3./ A group of theories respecting the equities of taxation, 
differing not greatly <imong themselves, which give ri 
respectively, to what<» we may call the-equality-of-sacl^ifice 
’•ule ; the rule of ^ontribution-according-to-ability, and the 
leave-them-as-you #find-them rule. 

It is in discussing the theories of this group that tht* ques- 
tion of progressive taxation arises. That question is common 
to all the theories of this group. 

** (4.) We have the view taken by Mr. McCulloch, f in 
despair of reaching the equities of the case, which may be 
called the piirelyaL'conomic theory of taxation. The discus- 
sion of this theory ^brings up the whole question of Xlie diffu-, 
sion or “ repercussion ” of taxes. 

■ I I II 1 II. ,1 ....I I I - ' - y " — !■ I ■! I I 

“ Ils etablisseut d' abord qhe la terrJ seule donne un revemi net, ^ est- 
i-dire, ijn revenu gui excede les d^penses necessaires pour Tentretien des 
cultures et des cultivatcurs ; ils etablisseut ensiiite quo ce revenu net*est 
la*souroe qiii alimente tous les au' 1*8 revt ous ; ils en coftcluent qu’il est 
inutile de p»ursuivre les reveni/s^mobilicrs travers les mille eanaux od 
'lls^circulent : ^u’il est plus commode et plus juste de les atteindre IL leur 
sourti^, et ils aboutissent ft la th^orie de TinpOt unique sur le revenu 
foncier.”— ClamageffJi: Hist, l^e TlmpOt en France. * , 

t “ The distinguiahing feature of the best tax is, ifot^that it is most 
nearly proportioned ito the means of individuals, but Ih^t it is . easily 
assessed and collected, and is, at the same time, most, conducive to the 
public iflterests.*' ^ • 
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684. * (c.) The foregoing disciis8ion,s are intiro^uctory to 
the consideration oC any specific tax or group of taxes, or 
existing tq-x system, respecting* which we may inq^uire how 
far it answers the rejjuirements of equitable contribution, or, 
6n the othenhand,ff we aban^Jon the rule of equity aHogether 
—as did Mr. McCulloch— how far it secures to^ the state the 
jneeded revenue, with a^minimum of irritation ,to the public 
imind, with a minimum of expense and* loss in collection, and 
iwith a minimum disturbance to trade and industry. 

XVL 

’ THE PRINCIPLES OP TAXATION. 

686. Inadequacy of the Literature of Taxation.— Accord- 
ing to an eminent German financier, JToffmann, it would be 
difficult io find, in the whole realm of p<ilitical economy, a sub- 
ject more generally misconceived, more ^lisfigured by falsq 
views, more degraded by a partial stndyi than Taxation, 

“ If,” adds M. de Parieu, author of the ablest French work on 
the subject, “ thfs proposition appeafed true in k country 
where the problem of instruction in administration lias for a 
long time been studied, it is probably still more so in France; 
where the ])ractice is even furtheFseparated from the science 
of administration.” 

^ 680. Tb« body of English literature in finance is extremely 
unsatisfactory.* Adam Smith, indeed, gave to taxation about 
one-fourth of his Wealth o^ ^afionsj but his treatment shows 
little grasp of the subject, at any point; while his ignorance df 
the law of rent goes fnr to vitiate his geneVal Views. J^icardo 
dealt with Vacation, at great length ; and as a study ^of tke 
» 

* I have been severely blamed for using language everf* stronger th^n ' 
this, in former editions of this work. I dare say m^ statements wefe too 
swecpii^.^ Mr. Newmarch’s pajiers on pl^blici’ebtfc &nd Mr. Gladstone’s 
Budget speeches Are never to be mentioned without konor. Mr. Robert 
Giffen, Prof.^ Cliffe Leslie, Mr. Inglis PalgraveJ and Prof. Thorold 
Rogers have mad^ important contributions to many questiolis touching 
local or imperiafl *taxation. 
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propagatioi^ of an economic impulse from object t<5 object, 
and from class to class, his discussion is masterly. Bui 
Ricardo’s underlying assumption of perfect competition 
has neces^rily resulted in conclusions which are »v\d(lely 
inconsistent with the* facts industr^l society, J. IJ. 
McCulloch discussed taxation and* ^he funding system in 
a distinct treatise, which is not wdthoi^ value. Later English 
contributions to finance have, with few exceptions, either 
been trivial in character or have been confined to single 
phases of the general subject. No great, comprehensive 
English work on Taxation exifets. 

687. Perhaps we shall geLas good an^ idertof the inconse- 
quence of the English literature in this dcpartliient, as can be 
obtained in any other way, by referring to Adam Sini^i’s 
maxims respecting taxation. Dr. Smith proposed four 
maxims,* or princqdys, which,” says Mr. Mill, ‘‘ ^ a 'ing 
been generally concurred in by subsequent writer^, m;4)y be 
said to have become classical.” A vast deal ot importance has 
been assigned by,English economists to these maxims. They 
have been quoted over and over again, as if they contained 
truths of great moment; yet if one examines thewn, he finds 
them, at the best, trivial ; while the first and most famous of these 
can not be subjected to the slightest test without going all % 
to pieces. 

688. Tha^Soc^ Dividend Theory of Taxation.— ‘‘ The 

subjects of every ,fitate,” says Dr. Smith, “ ought ,o contribute 

‘ I. The subjects of every staje Ought to contfibute towards the support 
of the government as nearly a'> posstflie in proportion to th^Ji iiisi>ective 
abiliti^ ; that i8,^in proportion to the revenue which they respectively 
enjoy nitder the protection of tlic statp ' • 

• “ IL«The tax which each individual is hound to pay ouglft to be certain 
and not arlkitrary. The time (if payment, the manner of payment, ihe 
quantity to bfe paid, ought all to’be clear and plain to the contributor, 
anu%o every other pbrson. 

“ III. Every taiuougjit to levied at the time, or in tht^manner, in 
which it is most likely to he convenient for the contributor to pay it. 

** IV. Every tax (flight to be so contrived as both to take out and to keep 
out of theV>ckets of the people as little as possible over and/ibovc what 
It briil^s into the public treasuiy of the state.” 
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' towards 'the support of the governijieut nearly^.as possible 
lin proportion to their respective kbilitiesj that is,, in proportion 
to the revenue whish they respectively enjoy under the pro« 
teptiontof the state, 

‘This maxim, thoiv^h it sounds fairly, will not bear examin* 
ation. What mean those 'last words, “ under the proteptiss. 
of the state ? They ap either irrelevant, or eip they mean 
/that the protection enjoyed affords the measure of the duty,. 

• to contribute! But the doctrine that the members of the 
community ought to contribute in proportion to the benefits 
they derive from the protection^ of the state, or according as 
the cervices performed in- their behalf cost less or cost more to 
the state, involves the grossest practical absurdities. Those 

♦ whu derive the greatest benefit from the protection of the 
! state are the poor and the weak — women and children and the 

* aged ; the infirm, the ignorant, the indigent. 

Evftn as among the well-to-do and wealthy classes of the 
community, does the protection enjoyed fupiish a measure of , 
the duty to contribute ? If so, the richer the subject or citi- 
zen is, the less, proportionally, should he pay. A man who 
buys proteofcion in'’ large quantities shoi^ld get it at wholesale 
prices, like the man who buys flour and meat by the car-load. 

V Moreover, it costs the state less to collect a given amount - 
from one taxpayer than from many. 

Returning to the maxim of Dr. Smith, I asl:, do?s it put for- 
ward ability to contribute, or protection enjoyed, as afford- 
ing the true basis of taxation ? Which ? If both, on what 
principles and by what meai?^s^ are the two to be combined>ia 
practice? • 

669. Taction Aooorrding to Ability.— But if we take the 
last six words as merely a half-aonscious recognition of thft 
social-dividend theory of taxation, aind throw them aside, we 
shall still find this much-quoted maxim far from satisfactory t 
‘‘ The subjects of every state ought to contribute towards 1;he 
j support 'of the government as nearly as possiiile in prqportion 
‘ to their respecoive abilities j that is. in proportion to the r^ve -^ 
I pue which, they respectively enjoyj’ « 

But is the ability of two. persons to contribute necessarily in 
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pro^ortiftigtsa^ijie^ reveaues^? ^ake the case of 

the head of a»faraily havjng an income of $500 a year, of which 
$400 is absolutely essential to* the maintenance o^himself and' 
wife and*, children in health and sirei^gth to labor. ' Is the 
ability "of such a person, who h&s only $1#0 whiih could possi- 
bly be taken ^for public uses, one half as great as that of an- 
other head of a family similarly situated in all respects except 
‘that? his income ‘ambunts to $1000, and who has therefore 
$600 which could conceivably be brought under contribution ? 
Manifestly not..; 

We shall, then, still furt/ier improve Dr. Smith’s maxim if 
we cut away all after the first clause : “iThe'Subjects eVery 
state ought to contribute towards the support of the govern- 
ment as nearly as possible in proportion to their respective 
abilities.” The maxim as it stands is unexce])tionable, but 
does not shed much l^ht on the difficult question of assess- 
ment. * 

€90. ^a^-them-a8-yourflnd.-them Eule of Taj;a- 
tio|U— The oest (Statement I have met of the principle of con- 
tribution based on ability is contained in an article in the 
Edinburgh Review of 1833 : N(iLtax.ia.a just.rtux unless Tt 
leaves mdividuals in the same relative condition in which it 
* finds them.” What does the precept, which we mayjcall the ' 
leave-them-as-you-find-them rule of taxation, demand ? In 
seeking an answ*r to this question, let us inquire, historically, 
what bases havu been taken for assessment. Leaving oqt 
'Rent-Bearing Land, whose fiscal relations have been suffi- 
ciently dwelt upon, we note foq^,; 

1. Contribution has been exacted on the basis of Reahzed 

Wealth, commonly spoken of as Capital. , 

2. Dn the basis of AnnuaMncome, or Revenue. 

3. On lihe^basis of Faculty, or native and acquired power of 
production." 

4. On the basis of Expenditure, or the individual^ consump- 
tion of wealth.^ i ’ 

These are the four historical hasps of taxatidn.) Let us see 
how far^ach in turn answers the requirement of ,the Edin- 
burgh Reviewer’s maxim that the tax ought txfleave the mem* 
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■bers of the commjuiity in the same Belativ^ condition in which 
it finds them. * 

And, first, of Reai-ized Wealth.' Wealth is accumulated by 1 
savings hnt of revenu^. If, then, wealth alone is to^e. taxed,’ 
it\s saving, net production, which contributes to the support 
of the state. Economically there can not be a moment’s doubt 
that for govc-.mment thu^ to draw its revenue fr 9 m only that 
part of the j^iroduced wealtli of tlie Community which is 
reserved from immediate expenditure, must be prejudicial. 
The question also arises, where is the political or social justice 
of such a rule of contribution ? * If iny income belongs to me, 
to spend for mg Own comfort and gratification^ without ang 
deduction for the uses of the state, whg should I lose mg right 
to any part of it because I save it f To tax realized wealth ia 
to punish men for not consuming their earnings as they re- 
ceive them. Yet it is eminently for the public interest that 
men sliould save of thei^ means to increa«e the capital of the 
country. r 

601. Revenue as the Basis of Taxation.-rTurningto Rev- 
enue, it would seem, on the first thought, that we had reached 
a rule of eqhitable contribution. Yet tl^e rule of contribution 
according to revenue is subject to grave impeachment. 

‘ Hei’c^are two men of equal natural powers. One is active, 
energetic, industrious ; he toils early and late and realizes a 
considerable revenue, on a portion of which Ithe state lays its 
hpnd. ThiJ other lets his natural powers runito -waste ; trifles 
with life, lounges, hunts, fishes, gambles, and is- content 
with a barq and mean subsis^jence. , Was his duty to contribette 
to the siqiport of the state different in )cind or degree from thdP 
of t%e other f If not, how has his idleness, shiftkssness^worth- 
lessness, forfeited the staters right Jto a contribution fromhunir^ 
proportion to his abilities ? ^ « 

We must, I think, conclude that, while to tax wealth instead 
of revenue is to put a premium upon self-indulgence in %e 
expenditure of Wtcalth for present ehjoyilien't, tq tax^revqnuB 
instead of faciilty is to put^a premium upon sotf -indulgence in 
the form pf ‘indolence, the waste of opportunitie8,tand the 
abuse of natura!«powers. ^ 
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692. E^fpenditive as the Basis of Taxation.— pJssiiK'* for 
the momcnUby our third tifle, we find •tliat tlu; fourth basis 
taken for taxation has been ’Expenditure# Tliisjiuust not be 
'conf()un(]|^‘d with taxes on consumptjoi^ as constitutiif^^ a part 
of a ta« system in wliich taxgs on reali|ped wealth, taxes \)n 
revenue, taxes on faculty, one or* ajl of these, also appear. 
Nor do wc^speak here of taxes on expendituiv imposed in 
► pra«itical despair rf:)f ifn equitable distribution of the burdens of 
government. We are now concerned with expenditure (uily 
, as the single basis of taxation, in the interest of ])olitical 
I equity. • * 

“ It is generally allowed^” wrote Sy* W’illiam Pelt}*, two 
hundred years ago, “that men should contnbuti; to tlie i)ub- 
lic charge but according to the share and interest thevliave 
in the public peace : that is, according to their estate oi* j iches. 

“ Now, there are Iwo sorts of riches, one actual and liie 
other potential. A •man is actually and tn/y rich according 
to what he eatt^h, drinketh, weareth, or in any otlx'r way 
reijlly and actually enjoyeth. Others are but i)ot.entially and 
imaginatively rich, who, though they have powm* over much, 
make Ijltle use of it, Ijiese \mng rather steicm^ls at $d excl Lungers 
for the other sort than owners for themselves, 

“ Concluding, therefore, that every man ought to contribute* 
according to what he takctli to himself and actually enjoycqh, 
the first thi«g tebe done is,” etc., etc. 

Arthur Young seems to have had the same view. Afjer 
saying that every individual should contribute in }trop(n'tion 
fo^his ability, he added^iib a “ I^y ability yii: : not bo ^ 

* understood either capital or income, but that super! u oration, 
as iya¥enant balled it, which mdts inte consumption.” , 

» Iibthis view, so far as ai>y one possesses vieiflth in forms 
availabl# for the future firoduction of wealth, he is regarded 
as a trustee or guardian, in that respect and to that extent, of 
the public intejests. Just this is said by Young— taxes “ can 
reach vdth projpriety th J expenses of his living only. ♦ If they 
touch any otheri part of his expeijditure, they*deprive him of 
tkose toMs that are workmg the business of the stdte,'*l » 

60®. Fallacy of this Doctrine.— I do noVsee but that, if j 
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capital, or revenue in excess of pers(JnaJ expenditu^,*i8 to be 
exempted from taxafion, pn the plea that it has not yet 
become the subject <jf individual *and exclusive appropriation, 
and is, therefore, presumably held and used in a w#y which 
, prunarily beiKfUts scf^iety, the * ii^tate has the right to ihcjuire 
whether the use made or proposed to be made pf wealth is 
such as will hi fact, benejit society, and benefit society, more^L 
over, in the highest degree of which it is capable. . * 

The citizen says to the state, “ You must not tax this wealth 
because I have not yet appropriated it exclusively to myself. 
Indeed, I am going to use it for the benefit of society.” The 
state !fejpins : “ 'yes, but Of that* we must satisfy ourselves. 
We must be the judge whether your use of your wx^aljh will' 
benefit society. Pay your taxes, and you can do^ with ygur 
WTalth as you like. Cdaim exemption on the ground of pub- 
lic service,, and you rightfully come under state supervision 
and control.” ' 

The fallacy of the theory we are considering lies in the 
I failure to recognize the fact that tl)e selfish and exclusive 
appropriation and enjoyment of wealth are inseparable from 
(its possession. Tlie pride of ownership, »^he social distinction 
which attends great possessions, the power which wealth con- 
ifers, are additional to the merely sensual enjoyment to be 
derived from personal exj)enditurc. Would T resent tlie 
interference of the government, or of my n^iglibors, in the 
mrnagement of my property, upon the grountl that it was not 
being used in the best way ? What is that resentment! but the 
proof of a personal appropriat/hm, an yxclusive a})propriatio*h 3 ^ 
of t^iat wealth? My resentment would spring out of the 
deeply seated feeling tllYit ray management of my own* pj’op- 
erty is my right : and that he who should deprive me ef it 
would take from me what is as truly mine as the ri^lr^ to eat, 
drink, wear, or otherwise consume and enjoy any portig^n^ 
of it ; that, short of absolute mental jnca^atdty, it is my pre- 
rogative 'to control my own estate, even though notr to the 
highest advantage of the , community, or even of myself : 
though not wiselv or well. In other words, I anl not a 
trustee, but a prl)prietor. , 
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594. Tile DangeVous Ifajure of this Doctrine.—This doc- 
trine of the* Trusteeship of^CapitaJ is not more irrational than 
it is Bopially dangerous. It is held hy fijcn who are fierce in 
denouncing graded taxation as confiscation ; yet il is, in its 
very essence, communistic. t^e owiler of •wealth is but a 
trustee ; if “his tools are working the business of the state,” 
then the real beneficiary may enter ^nd dispossess the trustee 
if iny substantia*! reason for dissatisfaction as ^o the manage- 
ment of the property exists ; the state may take the tools into 
its own hands and “ work itj business ” for itself. 

696. Faoiilty as the Basis of Taxation.— I reach, then, 
[the conclusion that Faculty* the pdwei* of yroductiop, 2onsti- 
I tutes the only theoretically just basis of contribution that 
m§n are b^imd to serve the state in the degree in which they 
I have the ability t(i serve themselves. 

I think we shall ^ more clearly see Faculty to, be the true 
natural basis of taxation if we contemplate a primitive com- 
munity, where cfbcupations are few^, industries simple, realized 
wealth at a mifiimum, the members of the society nearly on a 
level, ^he wants of the state limited. Suppose, now, a work 
of general concern, perhaps of vital importance, Voquires to be 
constructed: a dyke against inundation, or a road, with 
occasional bridges, fo^ communication with neighboring 
settlements. What would be the rule of contribution ? Why, 
that all afile-b*odied persons should turn out aud each man 
work according* to his faculties, in the exact waynn whicl> he 
^could be most useful. , , 

» In regard to a commufiity Jidis for the time engaged, we. 
notf two things : first, no man would be held to be e\empt 
beoaifse he took no interest in the work; he would imt be 
allcAved to escape contjibdtion because he* was willing to 
relinquTslj his share of th<i benefits to be derived, preferring to 
pt a miserable^ subsistence for himself by hunting or fishing ; 
secondly, betwfen/hoec working, a higher order gjf faculties, 
greater muscular power, or superior skill vfould mate no dis- 
tinction as to the time for which* the individuals of the com- * 
muqity should severally remain at work. 

696. The Ideal Tax.'i-Thisj8 the ideal tax, Jt is the form 
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of contribution to* wlycli all priinitivc^commu'nities instinct- 
ively resort. It is the tax wlijcii, btit for purely practical 
difficulties, wbuld aflord 'a perfectly satisfactory measure of • 
the^ obligation of every'citfcjen to contribute to the suHentation 
and defense of the ^tate. • AnJ' mode of taxation wliich 
departs in essence from this involves a greater or* smaller sac- 
rifice of the equities of co^itribution ; aiuj any mf)de of tax- 
ation whicli departs from this in form is almost certain to 
involve a greater or smaller dej>arture in essence. 

And it deserves to be noted th?t J^lie largest tax of modern 
times, even in the^most highly organized societies of Europe, 
the obligation of fomplilsory military service, is assessed and 
collected on precisely this principle. • 

607. The Faculty Tax Impracticable.— But while the lax 
on Faculty is the ideal tax, it has usually been deemed 
iinpracjicaWe, as the sole tax, in a complicated condition of 
industrial society. As occupations multiply and the forms of 
production become diversified, the state can not to advantage 
call upon each member, by turns, to serve in person for* a 
definite portion of efUcli day or of the year. Hence modern 
statesmanship has invented taxes on expAiditure, on n^srenue, 
^n capital, not as theoretically just, but with a view to reduce 
the aggregate burden on the commuiiit}", and to sav(‘ produc- 
tion and trade from vexation and obstruction. 

t' • 

608. We recur to the Tax on Revenue,— The politicians 
of the existihg order, as we have seen, shrink from the effort 
involved in levying the<public contributions entirely, or ev(^u. 
'•chiefly, accoiMing to facailty. ISext in ^)oint of })olitical equity* 
'Comey the tax on incomes, or the revenuofi of , individuals. 

ft I. 

That 'cax, as we now contemplate it, is a tax on the revenuefs of, 
all classes, with exception only of the« amount requisite for the 
xnaintenance of the laborer and his family, after the simplest 
possible manner, in health and strength to labor. It is noWi 
compensatoiy tax, constituting a part o,f a syiterfin which real- 
ized wealth and, yai^ious forms of expenditure arcf also brought 
' ^under contribution, but the s<fie tax imposed by the state, 

600. ExemptipiL of the Actual Necessaries of Lifei -It 
has been said that from such an incoitie tax the necessary cost 
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of subsisttnce. must ]^e ‘exempted. Mr. D. A. V^ells has, 
indeed, laid*down two propositions: iirSt, that “any income 
tax which permits of any exemption .whajever is a graduated 
income liax ; ” and, secondly, thgit a graduated* income 
tax td the extent of its discriniinatiin is in act of chn- 
fiscation.” ,But the exemption ^f a certain minimum 
annual revenue is a matter of shc«^r necessity,® whether the 
stable will or no. • Economically speaking, it is not possible to 
tax an income of this class. A man in the receipt of such an 
income can not contribute to the exj)enses of government. 
Should the state, with one liaiid, take any thing from such a 
person as a taxpayer, it ntust, wh/h ^he ojher, give it* back 
to hinj. as a pauper. 

^oncedijg the exem])tion, on purely economic grouiiJs, of 
the amount required for the maintenance of the labore?'- fam- 
ily, one of the most vital questions in finance arises imme- 
diately thereupon, to wit : shall the exceso above thJ mini- 
mum, shall the superfluity of revenue, which may be spent or 
sailed at the will of the owner, be taxed at a uniform rate, or 
at rates rising with the inerj^ase* of income^? 

600 1 The Question of Progressive Taxation-*— The ques- 
tion of ju'ogressive taxation has always been one of great 
interest while the fiscal policy of states rested i\dth thd 
wealthy and well-to-do classes. It is certain to acquire vastly 
greater im|V)rtifnce as political power passes more and more 
into the hands ^f the class of small incomes. « ^ 

Upon the question of the equity of progressive taxation 
^vfriteiu on finance anj d^vidw'V. One^party holds chat any, 
recognition of this j)rinciple is sheer confiscation: tliepther 
adnjite that ’progressive taxation may be carried to a certain 
'point without injury eitherto the sense of polifical justice or 
to the ihstincts of industr^y and frugality, some even holding 
•■^th J. B. Say Jhat “ taxation can not be equitable unless its 
ratio is progressive.” Jloth parties agree that thgre is great 
dange ' that, under popular impulse, progressive taxation may 
be carried so fstr as not only to violate all the* equities of con- 
tributidn but seriously* to shock the habits of acquiring and 
saving property.) 
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The system of ^progressive taxatioi^ prevailed at -Athens. 
There were four ^lohian glasses of citizens, arranged accord- 
ing to wealth. Of^*the^?e the first paid no taxes ; the class 
next abJve them wer« eptered on the tax-books at a sum 
eq\ial to five times tkeir income^; the next class at teil times 
their income ; the richest class at twelve times ^eir income. 

The principle of graduation, or progressive taxation, was a 
favorite one with the statesmen of the* Fi^jnch Revolution.^ 
It was for a time adopted by the Convention in 1793. In con- 
sequence, perhaps, of the appetite thus created among the 
people for laying the burdens of government mainly on the 
rich,*mpy of thj latec French 'vVriters on finance have been 
very strenuous in denouncing the principle. 

ret this system was approved, as we saw, by Say, and also 
by Montesquieu. In the personal tax, wrote the latter, “ the 
unjust proportion would be that which sliould follow exactly 
the pAportion of goods.” Referring td the Solonian Cate- 
gories at Athens, he said : “ The tax was juot, though it was 
not proportional. If it did not follow the proportion of goqds, 
it did follow the proportion of needs. It was judged that 
each had equal physical necessities, andtthat those necessities 
ought not to be taxed; that the useful came next, and that it 
•ought t(? be taxed, but less than what was superfluous; and' 
lastly, that the greatness of the tax on the superfluity should 
' repress the superfluity.” 

Jn 1848, <it the Revolution, the idea of plogressivity was 
revived. The provisional government in a decree, said : 

, “ Before th^ Revolution taxation wa| proportional ; then* 
was ^unjust. To be truly equitable, taxation, must be progrei^s- 
ive.”t ' * • , 

M. Joseph' Gamier, editor of tiie Journal des Economiates* 
makes a distinction between.progrqssive ta-xation, prc^erl y so 
Called^^and progressional taxation. It is, he pays, against 
first that the objections are directed w^ch we find in 
writers who dec>are that progressive taxatioij is a sp3cies of 
confiscation, tending to tha^ absorption of gi*eat fortunes by 
‘ the state, to the leveling of conditioAs, to the destrilction of 
property, tq the discouragement of frugality and industry, to 
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the emigrltioa of • cajiit^l. ^ There is, M. ,Garnicr holds, a 
species of increasing taxation whicji is rational and discreet, 
to which he applies the term progres^onal, which is held 
within moderate limjf^s, which is co]Jec^*.d by virtue o^ a tariff 
of duties slowly progressive^ ’and which, at the maximum, 
cannot pass, beyond a definite portion of the income of the 
individual. % 

Ii! Prussia the fcax on small incomes, known ^as the iTto- 
sensteuer, is levied on a scale of twelve degrees. 

In England the principle of progression has never been ad- 
mitted into the income tax /urther than is involved in the 
exemption of a certain miniihum. flow tlieJ^ubtra(*tu)n*of a 
constant amount from all incomes, and tlu- taxation of tlie 
excess at a jiniform rate, causes the rate on the total incomes 
to rise, from lowest to highest, will appear from the foH 'ring 
table. ' ‘ 

601. The Effect clf Exemptions.— If we Svippose the con- 
stant amount exempted to be $1,000, and the rate of taxation 
onjthe excess to^be ten per cent., incomes of different amounts 
will in effect be taxed as follows : 


Income. 

i 

Income snhject to 
Taxation. 

• 

Amount of Tax. 

Rate of Taxation on 
Total Income. 

$1600 

$ 600 

$ 50 

3.33 -f per cent. 

2000 

1000 

100 

5 


2500 

1500 

150 

6 • 

<( 

30(TO 

2000 

200 

6.60 + 

C( 

3500 

2500 

!, . 25*0 

7.1^ + 

(f 

4000 

30fl0 

i 300 

7.5 

a 

i4500 , 

.t 

3500 

^50 

1,11 + 

. 


* Bdt while the principle of* progressivity ha^never been ad- 
mitted ihtp the income tax of England, it has been extensively 
apjjplied to the so-called “ Assessed Taxes that is, taxes on 
carriages, hors^j, servants, etc. 

602. The qixestion of progressive taxatiem is a nice one in 
theory, while lA its practical apjiUcation. it is beset with thfi 
gray^t*„dij35imlty, arising out of the instijicts of spoliation 
which are deeply rooted jn the human breaSJ, an, inheritance 
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’from ages ol universal warfare arrti j*oM)ery. Tiie* appetite 
I for plundering the accumi\lated Btock.of wealth, once aroused, 
may become a fori^Sdable social and political evil. ^ 

Were the highest human wisdom, wi^h perfect Aisinterest- 
eSness, to frame a scheme of contribution, I must belidve that 
the progressive principle would in some degree, be admitted ; 
but in what ‘degree, aii<^ by what means, I am. at a loss to 
suggest. 

/ That progressive taxation would be the demand of triumph- 
ant socialism, as it was o^ the Revolutionists of 1V93 and 1848, 
we already know. That progressive taxation will be urged in 
the spirit of spoljation and confiscation, is most probable. The 
friends of the existing order will do well to bo ])repared to 
take their ground intelligently and maintain it with firmness 
and temper. 

603. A Tax on Revenue Impracticable as the Sole Tax.— 

WhilJ, as the sole tax, the tax on revenut* has been approved, 
on grounds of j)olitical justice, by many, perhaps piost, 
writers on finance, it has, like tlie tax on fjiculty, genergljy 
been rejected as impracticable, in view of difficulties in assess- 
ment, affectflng incomes both high and low, more indped the 
higher than the lower, and difficulties of collection, affecting 
e8j)eciayy incomes of the lowest class. Few writers of reputa- 
tion, have, without qualification, advocated such an income 
tax as both ])olitically expedient and ecoiA)mi<5ally advan- 
tageous. Fewer statesmen have had the coftrage to propose 
it to the legislature. 

Revcmuei^ or income, havingftheiT, bpen abandoned general!^ 
throughout modern society as the sole basifj of taxation^ and 
only in exceptional caseV forming even an important fe^iture 
of existing ta« systems, Expeifditure has been resorted td 
! increasingly, in the past and presept century, from considera- 
tions not so much of political equity as of pt)litical and fii|^ai 
I expediency. By far the greater portion of tlj^ revenue of the 
.most advanced states is derived from tax es op consumption, 
jas they are called ; and ev«ry new demand of the treasury is 
(met mainly from^this source. 

Yet even, now Wealth is still employed in many communities 
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as the sole basis- of ttixation, .the measure of ,tho obligation to 
contriDute t(5 the support of ^govcvrnmeiit. It was the pre- 
ferred fprm of taxation throughout the ’Arooricun colonies. 
It is still the principal form of noivfoderal taxation in the 
United ’Stages, as the Grand’ Lkt^ of t(>wnshi{)s, cities and 
counties testify. 

604. Is a Tax on C|ipital Equitabje ? JIow c^n a tax on 
fealized wealth or "capital be jusliiied ? ^ 

Let us take two cases : first, when iiicoTiu^ is not taxed ; sec- 
ondly, when income is taxed. ^ 

First, when income is not taxi'd. It is claimed that the 
result of realized wealth alfords thi*besl ])i\‘eitieal mea;^sufe of 
income /)!• of productive faculty. I^oav, tliat such a (dairy in 
beh.;jlf of a jiToperty-tax should be conceded, or even seriously 
considered, clearly reipiires two things : first, that the ’ . er- 
do-weels shall be comparatively few in number ; ami seccnidly, 
that the disposition lo save out of income, foi the accumula- 
tion of wealth, shTill b(i the general rul(‘ in the community. 
Tlit’se recpiiremefits were met in the Americ^an colonies gener- 
ally. I^rring the eifeets of intemperance, It was a rule with 
few ex( eptions that Anuuncans in those times wf* re disposed 
jLo labor, and to labor hard, that they iiiight produce wealth ; 
while, so general was tljje desire of wealth, so stalwart the 
manhood of those times, so simple the habits of the })eople, 
so high the socdal importamx' attributed to the ]) /ssession of 
caj)ital, that all ^lie surplus above decent, wholesome subsi.H- 
gjrice, after adeijuate provision for intellectual and religious 
^culture, was likely to gcitoVan/^^iccumulation. * 

Thp mere statement of these elements of the case sufi]c<)sAo 
showithe ditficulties besetting such a principle of taxation, in 
its ajtplication to communities like those of tile present day, 
with a Ic^ss^stringent public^ sentiment, with more extravagant 
ih'^es of living, twith a less general elevation of tastes and 
ambitions, witk,grjaterj proneness to self-indul^nce, with 
vast classes ^hat do not even try to* save, in such 
a state of sociefy, to tax only that part of revenue which 
is lai^ by for future consumption, or to f^ssist iti the fur- 
ther production of wealtl'> is both politically unjvst and eco- 
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nomically yicioi|s, exciting to extr&v^gafice and discouraging 
frugality. " ^ • 

Secondly. But^lf a* tax be imposed on . inopjafi# bow cau 
a property-tax be ju84iiied at all ? Haye not the whole com- 
munity beentDnce taxed upon* income, as affording a*tneasure 
of the ability to contribute to the public service, and shall now 
a portion of the wealth ^so excised be a^ain subject to deduc- 
tion, on no ojther ground than that it has b\jen saved, pr^suriP 
ably to assist in future production ? 

605. The Purely Ev3onoimp Theory of Taxation. — Mr. 
McCulloch, the author of one of the few works of value in the 
English literatijre of Ta^xation, "boldly proposed to abandon 
altogether the attempt to follow out the equities of contribu- 
tion. I have already quoted his statement: “ llie djetin^ 
guishing feature of the best tax, is, not that it is most 
nearly proportioned to the means of individuals, but that it 
is easily assessed and collected, and is, at the same time, most 
conducive to the public interests.” 

The line of reasoning which leads up to^'Mr. McCullooh’s 
conclusions may Ije stated as follows : Government springs 
from injustice, and, in the constitutionp of things, nuist com- 
mit more or less injustice. It is of no use to atten^t^fa 
pursuetthe equities of contribution ;^they will elude you. It is 
admitted that it is impossible to distribute equally the benefits 
of government; why make the hopeless eff of t to Apportion its 
bisirdens with absolute justice? Get the best government you can; 
maintain it at the least expense ^ consistently with e*^ciency| ; 
collect the revenue for the •service J)y the most convenieqfj^ 
sin^ple and inexpensive means. By undertaking to effect an 
equitable apportionmeht of the burden, through complicated 
methods or by' personal asse88m^t,^you are not only liMy tb 
fail ; you are certain, at the best, to add to the ag^r^gate cost 
of the service, and are in great danger of generating new^nd 
distinct eyils by disturbing economic relati^»8 and obstruct- 
ing the'processegpof production and cxchange)b 
1/1506. The theory of thte Eeperoussion 6r Diffusion of 
Taxep. — WiiWe writers on finance have commonly insisted 
that the equitie'i? of contribution shpuld govern in assessment, 
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(a belief in^he so-called Repercussion, or diffusion^ of taxes 
1 has led economists very generally to gite their approval to 
the system of indir ect taxatiohj, the growth of which forms 
; the most nj^arked feature of the fiscal Ipstory of the 'present 
centuryi 

Let the sta te^ it is sald^ levy its contribution on such articles 
of general consumption as are most easily reached, ^>r on such 

t}>&^rocessGs of pi*oduction or ext*liaiige an lie most open 
to view, jtrus ting to tlie laws of trade to distribuie the burden 
over Uie whole body of the ])opiilatioii. 

This plea raises the ques^ofi <d‘ tlie Incidence, the ultimate 
incidence, of taxation. “ I diold k to, be •^•iie,” said Lord 
Mansfield in his speech on taxing the Colonn , “ that^ a tax 
laid in any place is like a pebble falling into and inakii?g 3 
circle in a lake, till one circle produces and gives motion to 
another, and the whole circumference is agitated from the 
center.” Taxes uniformly advanced on all ’’ke competing 
property,” says Mr. Wells, ‘‘ will always tend to equate tliem- 
selyes, and will never be a special burden to those who origin- 
ally made the advances to the go\ernnient.” 

607. !|iow do Tay.es Tend to Diffusion P— This, which 
may be called the DilTusion-theory of taxation, rests iqion the 
Assumption of perfect cora]>etition. It is true, to ^he full 
extent, only under conditions which secure tlni complete 
mobility of all ejeonomic agents. As far as members of the’ 
community are impeded in their resoit to their bpst markj't 
by ignoiance, poverty, fear, superstition, misapprehension, 
incTtia, just so far is it povs^ibK^hat tlie burden of t'.iation* 
may rest where it first tails. It requircjS, as Prof. Thoroldi 
Rogeir has said, an effort on the part of the person wl(o* is 
assessed to shift, the burden on to the shoulders of others. 
Not onl]! is that effort mJde with varying degrees of ease or 
difficulty ;'^but the resistance offered may be of any degree of 
effectiveness: powerful, intelligent, tenacious, or weak, ignor- 
atit, spa^smodic.^ TAe re'sult of the struggle tliiis jy^ovoked 
will depend on the relative strengtli of the tvi^o parties ; and 
as the two parties are njver precisely the same !n the case of 
two faxes, or two forms of the same tax, it m\ist make a. dif- 
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ference upon what subjects duties are laidj what is Jhe; severity 
of the imposition/'and at what stage of *productio 9 or exchange 
the contribution is,^ exacted. It is not, it never can be, a 
matter »of indifference when, where, and how taxes* are im- 
posed. “The ability to' evade taxatioli,” writes if. Say, “is 
infinitely varied, according to tlic form of assessment and the 
position of each individual in the social system.' Nay, more, 
it varies at different' timCs. There are few things so unst^ad 3 ^ 
and fluctuating as the ratio of the pressure of taxation upon 
each class, by turns, in the community.” 

608. M. Say’s Views.— It har always seemed to me s^ange 
tliat J. B. Say sl^»ould be cited, a§ he so often is, as an author- 
ity on the side the Diffusion-theory of taxation. Not only 
in t}ie paragraj)h from which I have quoted does he re'cognize 
the vital importance of the right “ seating ” of taxes ; bitt in 
his references to the (^ssay of Canard, which had been crow^ned 
by t^c Academy (1802), he is evei\ more pronounced. 
Canard had said that it is of little importance whether a tax 
press upon one branch of revenue or another, provided' it be 
of long standing, because every tax in the end affects every 
class of revenue pT-oportionally, as bleeding in the aiwreduces 
the circulating blood in every portion of the liuman** frame. 

^ To this M. Say rejoins that the object taken for comparisoni 
has no analogy with taxation. TJio wealth of society is not a 
fluid, tending continually to a level. It is^ th^ rather, an 
organism, like a tree or a man, no part of whif h can be lojiped 
off without permanently disfiguring and cri])pling tlw*. whole. 

609. M. de Parieu’6 Viewje. — de Parieu has given* a 
chapter of Iiis great work to tkie Incidence of Taxation. iSi 
rc8pt‘.ct to what he calls^^taxes levied upon the conditipi.s of 
every liuman, existence, he rcachqs the result that they bavq 
effects very obscure, and in a still gtcater degree sqbject to 
dispute. Where taxes are levied in cities upon the uecessaries 

' of life, he finds no considerable danger of evil effects, siBce 
there is ,a <3C)n8tant intercommunicatkn beiwden the laborers 
' of towns and those of rural districts, and migration will soon 
restore the equilibrium after the dist^irbance created* by the 
^new impost. It /is otherwise when a new tax is imposed 
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throughouli the whoje extent of a country. The emigration 
of laborers Jo foreign* parts is only ac<iompli8hoil against a 
certain resistance, arising out t)f th^ir habitudes and alTections. 
It is always, moreover, accomplished at a Vlefinite losn and an 
indefinite risk. To throw taxes on* consumption back npen 
the capitalist or tlie employer becomes^ in JVt. dc Parieu’s 
judgment, a thsk very difiicmlt and often wholly iyipraeticable. 

Q\P, Conclusi(Vi.-^I reach the conclusion that, [in a condi- 
tion of imperfect competition, we have no assuVaiice that in- 
direct taxes will be diffused equably over th(‘ whole com- 
munity, leaving each class, aad each individual in the same 
relative condition as before, the in^)osition.^ Sonu'thing^less, 
it may be much less, than a proportional cf ntrihiiti(Ai must 
result iVom the differing strength and opportunities of# the 
several clashes and individuals. The legislator can not, ihen, 
adopt the comfortable doctrine of the indiffiuvnce ui tht 
place and the person, where and on whom the burdtui shall be 
laid. Ilis responsibility abides for the ultimate effects of tlie 
taxes* he impose*^. Whether with reference to the ( quities of 
contribution or to the general interests of trade and lu’oduc- 
tion, hc»is bound carefully to consider the iMure and probable 
tendencies of every projected impost. ) 

XVII. 

PEOTECTION VS. FEEEDOM QF PEODUCTION. 

t 

^ 1011. The Doctrine of Laissez-Faire.— The question of 
•Protection, as against l^reedom of Production — hot, as it is 
commonly stj^ted,* against Freedom qf Trade — is rarely^dis- 
cus8(?d, on both sides, upon purely . conomic princi 4 )les ; perhaps 
has never been, in an a*tual instance, dt^cided without the 
intermixture of political oi* social considerations. 

'^he arguments of those who have favored the policy of so 
far limiting theater jitor?sil division of labor (see par. §3), as to 
constivilte indfistrial entities corrcsponding^tc^ existing polit- 
ical entjties (wJiich I t^ke to be’the real intent of what is 
called Protection) have been of every desruec of vacruenesB ; 
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but it seems to me that the confusiop of the public jmni need 
not have existed, at Ifeast to so great an extent, had not the 
professional econoniicts taken an hhjustifiably lofty attitude on 
this subject, practically refusing to argue the ques^oii at all 
as 'one of national ^xpediencj,, contenting themselves with 
occupying the high ground of Laissez-Faire. 

Now, that doctrine, although established by the older econ- 
omists to their own satisfaction, as containing a principle of. 
universal application, and thus deemed by them a conclusive 
answer to all arguments specially directed to justify restric- 
tions upon international trade, lias never been accepted, in 
the fullness of significance by them given it, throughout any 
wide constituency, not by any large proportion of the educa- 
ted classes, not even generally by jmblicists, or statesruen, or 
men of affairs. 

612. Opposition of the Economists to Factory Legisla- 
tion.—Thus, when factory legislation was first proposed in 
England, nearly the whole body of professional economists 
opposed any interference with t^e freedom of contract 
respecting labor. They asserted the entire competence of the 
laboring classes to jVotect their own interests. They declared 
that interference on behalf of the laboring classes could only 
he misc^iievous, in the long run, to the laborers themselves. • 
They put themselves on record in the most fomal mariner 
against all measures of restriction upon factory and work- 
shop labor. They cast in their lot with the opposition to this 
class of legislation, and staked the reputation and influence 
of political economy upon thejif being right in this matter. - 

Had they won upon that issue ; had' the results of the fac- 
tory acts been proven deleterious to the interests^ of the mTh 
ing classes themselves, or even to the industrial power of the 
kingdom, it would have been a rare!*' triumph for the econo- 
mists, and their influence would have been greatly' strength- 
ened. But it did not turii out so. Although in the fifst 
instance; t&t of the act of 1802, Sir* Robert *Peel, the elder, 
had been so solicitous not to violate the principle of the self- 
sufficiency of 1aT)or that he made the b*ll apply only to appren- 
tices, the wards of the state, the political rightfulness and the 
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econoiuic^xpedieiHjy of .regulating the contract for labor so 
grew upon, the public, mind of Englsftid/that act after act 
extended the supervision of \he state ower facto;-y and work- 
shop ifn^l the policy of restriction |jad vindicated' itself to 
the complete satisfaction of Jhe working-clasps, even, in the 
main, of the master class, themselv.es, and of the statesmen 
of the king^Tom and publicists almost without e«;ception. 

6 « 18 . Freedon> tUe Buie; BeslJaint the Exception.— 
The fact that in the controversy over the factory acts the 
economists of the laissez-faire* school are proved to have been 
in the wrong, does not sho^, or go to show, that they are 
wrong in their opposition to laws k regtraiift of international 
commerce. It does not even create a pre-amption*to that 
effect.* 

Although the necessity of making exceptions to the ^ de of 
freedom of individual action has been established as com- 
pletely in respect to»industry as in respect to j/olitics, ffeedom ; 
of action is yet p far the condition of health and power and 
growth ii\the field alike^f politics and of industry, that those . 
who propose to make exceptions in either are bound to show 
cause for every sucl^ exception. A heavy burden of proof 
rests upon them. Their case is to be made, and made against 
Si powerful presumption in favor of liberty, as that condition’ 
W'hich hath the promise imt only of that which now is, but, in 
.a higher degreei of that which is to come. There is not and | 


* No I beg you to remark the strange assumptions that underlie 
this reasoning. Human intere^bf ar^t^turallf harmonious ; th^ ’ ‘fore we 
have only to leave people ffbe, and social liarmony must result ; as if it 
were an obvioiw thing that people knew tlieir interests in the in 
willed ^hey coincide with tlie interests of others, and that, knbwing 
themy they must follow them ; aS if there were no things in the 
world as passion, prejudice, custom, esprit de corps, class interest, to draw 
people aside^from the pursuit of their interests in the largest and highest 
sduJse. Nothing is*easier than to show that people follow their interest, 
in the sense in ’^^ch^hey Understand their interest. between this 
and folliMring thftir interest in the sense in which \t ^ coincident with 
that of other peoplS, a chasm yawns. Tluit chasm in a/rgwmnt of ike 
laissez-faire school has nevei^ bem bridged. Ths advocates of the doctrine 
Mhut iheir eyes and leap over Prof , John E. Cafrnes. ^ 
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there can neyer be; any positive virtue restraint/* Its only 
office for good is to prevent, wast^ and «ave the misdirection of 
I energy. ^ There is no life in it, and no force can come out of it. 

'J’hat which is called protection ” operates only byrestraint; 
it has and cat have neit^iier ' creative power nor healing 
efficacy. All the energy that is to produce yrealth exists 
before it and Vithout respect to it ; and just to the extent to 
which protection operates at all, it operates by impairing that 
energy, and reducing the sum of wealth that might be pro- 
duced if protection did not exist. 

I say, that might be produced, not that would be produced. 
The father point f may *faifly be liisputed between the free- 
trader, who should rather be called the free-producer, and the 
advocate of the system of restricted production. ^ The force 
of the steam at the piston-head is less than the force of 
the steam , in the boiler, less by all that is necessary to 
conduct it thither from the boiler ; yet it Is the force of the 
steam at the piston -head, and not where it is generated, w,hich 
moves the wheels of the engine. The harness hampers the 
movements of the ^‘orse ; but it is the harnessed horse that 
draws the k/ad. Discipline operates dkcctly to redpee the 
^sum of the impulses by which soldiers are actuated, and, by 
consequence to reduce their individual energy; but a disciplined 
army will defeat a mob of many times its own numbers. 

014 . What the Protectionist Has to Prdve.— If the pro- 
tectionist can show that restraints imposed by law upon the 
industrial action of his countrymen, or the men of any country 
he chooses to take for the pdt\josefi/ of the debate, have tiy^ 
eifp<4t, not, indeed, to generate productive fQrce, but to direct 
the productive force ge’herated by human wants setting in 

motion human fabor with a bettdr actual result* than under 
• 

*Much as I admire the pithiness and vigor of Prof. Sumner’s argu- 
ment before the Tariff Commission, in 1883, 1 can nqt but think tha^ic 
unduly dispj^ages the losses to production which occur^^under the regime 
of free-exfthange. I have in another place (pars. and again 236 to 

248) adduced considerations which seem to me to justify a very serious 
view of the extecil; and importance of these Igsses. Let the protectionist, 
if he can, show gpod grounds for believing that under the systgm ho 
proposes there woulid be a better outcon^e. 


* NATIONALITY AND INDUSTRY. 


^ 5«9 


the rule* of freedom* hcp will, make his cjse.# But this is to bo 
proved, not taken for gfanted ; and it is to be proved only by 
sound %nd serious argument, not by •strenuous dsserjion and 
senseless fflamor. 

615.* Why Should Industfial Gorresitond t6 Political En- 
tities?— In iu*oceeding to establish the importance of cliecking 
the extension of the territorial divisicyi of labor at^he boundary 
lineS of nationalises, the protectionist writers have been ser- 
iously embarrassed from the lack of reasons to give why indus- 
trial entities ouglit to correspo^nd to political entities. Had they 
undertaken to show that every million or five millions of peo- 
ple might advantageously be orgaiTized intc^a separatjp indus- 
trial eptity, having either no commercial intei course all 
wilji commjinities on the outside, fir a commercial intercourse 
much reduced and retarded ; or had the protectionist » iters 
undertaken to show tliat every ten or twenty square degrees 
upon the earth’s surface, whatever the nunu><..r of inhaliitants, 
should become arf industrial entity, trade within the limiting 
parallels aftid meridians being unrestrained and even encour- 
aged, wjhile trade across those lines shoijjd be deemed in a 
higher# or lower de^ec mischievous ; or had t!iese writers 
undertaken to show that every important river basin or^ 
drainage system should constituted an industrial (•ntity, in 
as great a degree as possible independent of others, they would 
have had a mucf less difficult task. A good deal might b(‘ said 
upon the theme *that the world-wide extension of the princijile 
gf the division of labor needf^ to be crossed and cheeked by arti- 
firial obstructions to prt vc*nt c«3Vtain economic anf>social evils. • 

T\^e have shown (par. 227 to 243^ that grave indusAjial 
mischiefs may originate in this principle, though which*pro- 
^uce!* and consumer are, set* apart, often by vast diRtanf*e, 
sometimt‘fi|,by half the ciroumference of the globe ; that rnis- 
ftiiderstandings -may arise between producer and consumer 
which will rcs«it i^ a smaller production of weaifh^ a lower 
satisfaction of iiuman wants, and that these fhi junderstandings 
are sometimes Aggravated by sifspicion or ]:iapic wdth the 
most, deplorable consequences.'. The fact ^^s incbntestable, 
and it would be easy to exaggerate its impoitanc^. 
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But when 4ihe attempt is to prove* that *the prin^ple of the 
division of labor should be alldwed •'to extend itself freely 
within the bounds <^f nationality but not beyond theiji, addi-, 
ticvnal difficulties of a ^raVe character aae eiicounteS-ed at the 
outset, in the •great* and, from 1;he economic point of view, 
unaccountable irregularity and whimsicalness with which the 
surface of the earth divided Jjmong independent 
sovereignties. • On® nation comprises two millions of inliabi-^ 
tants, like Denmark, Greece or Chili ; another ten, like Mexico, 
Brazil or Siam ; another Ihirty, like Italy or Japan ; another 
sixty, like the XTnited States ; another eighty, like Russia ; 
another^ three hmidred and ‘fifty, like China. The territory 
occu|)ied by one nation crosses and includes two, three lOr five 
great river systems ; in other cases, one river system embrjyses 
the territory of two, three or five nations. A stream which a 
boy ca^ wade may form the dividing line of two independent 
states ; a third state may collect its revenues across the Atlan- 
tic and the Pacific oceans, and its magistracy send their 'War- 
rants alike to Hudson’s Bay and into the ^outh Sea, One 
people may stretch^from North to South across sixty degrees 
of latitude ; ''another from East to West, tSirough half the daily 
journey of the sun. One country may be occupied by a popu- 
lation as homogeneous as the inhabitants of some old city ; 
while under the same flag, and subject to the same laws, may 
live the representatives of many races : some dressed in 
thC latest "Paris fashion, others tattooed upon the naked 
skin ; some using the .telephone, , others the assegai ; som«^ 
finding thefr choicest amusement In'* the Wagnerian opera, 
otheffs in the war dance that opens the ’ feast of hitman 
flesh.'' 

616 . The United States as an Irjstanoe.— It will rekdily 
appear that the protectionist writei*8 have a difficijlt* task in 
establishing the necessity of drawing the lines of indust:»al 
circumvallation along the boundaries jjf eiijpij?^^* 

Take the TJniteil States for example. Here are thiriy-eight 
states trading «among themselves witlj the utmost activity, the 
exchange of coT 09 nodities and services being as free the 
movements of the air ; and in thi^ freedom all good, citizens 
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rejoice. ’•i Cut .this •condition of things is made, by the doc- 
trine under* examination, to be dependcnf entirely upon the 
political relations of these states. 'VYere^they uydcr different 
governmqjitS) the exchange of cominoS-ities and • services 
which ‘now promotes the general wea^J^li aryi the genc?i*al 
welfare would be fraught with miscl^ief and possible ruin. 

It is, of epurse, possible that some new analysis of the con- 
^liti#ns of produotioA may yet disclose the law which thus 
makes trade within the limits of sovereignty beneficial, and 
trade across the boundaries of separate states deleterious to 
one or both parties ; but thinf far assertion coupled with vitu- 
peration has taken the place of tjifl» analysis^ecpiired. .» 

617. Protecting the Strong against the ^eak Ifi the old 

world,* the argument for protection is based on the impoif anco 
of protecting the industrially weak against the industrially 
strong ; and I am not certain that something might not oe said 
for this. Russia stMves to protect her labor p gainst th« better 
paid labor of Germany ; Germany, in turn, strives to protect 
hej* labor ^gainit the vastly better paid labor of England. 
Among all fully settled countries, the rule, without exception 
so far ^8 I am aware^is that that country fn whic^h the higher 
wages are, paid offers its products at lower prices than the 

* “ If it be asserted thfit states whicli puisue different industries can not 
afford to trade freely witli one another, here we have theni, blew York 
and Pennsylvania* Massacliusetts and Minnesota, Maine and Louisiana. 
If it be asserted tlRit states with like industries can not afford to Wrado 
freely wflh one another, here we have tiiem, Indiana and Illinois, Iowa 
*aild Minnesota, Massachusetts yiM Ilj,^^e Islafld, Alabama and Mississippi. 
IPit be said that small sAtes can not afford to trade freely with gr(;at 
empvcs, here ^e York and Connectici^, Pennsylvania and Del^'are. 

Why do not the great states suck the life out of the smaU ones ? If it bi 
‘said that new states, with lit^e capital, and on the firft sUgeof culture, 
can not dfford to exchange freyly witli old states having large capital and 
•advanced sRcial organization, here are New York and Oregon, Massachu- 
sSts and Idaho. How can any territories ever grow into states under 
the pressure ? ft*it bfc sail that a state which relies on oiife industry can 
not affoAi to exdhange freely with ohe which has a (Jjversified industry, 
here are Pennsylvania and Colorado, California and Jlevada, any of the 
cotton states and any of*the Northeastern slat^/' — Wf G, Bumner,^ 
“ Protection in the United ^tatesT 
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competing products of countries wbq^’e the loweF wages are. 

^aid. 

In the United Stsjtes, however, the argument for protection 
has based itself on tha agsumed necessity of protecting the 
strong against^the w|‘ak. In Australia and Canada it •is tlie 
same. It is alleged to be*essential to the maintenance of tlie 
high wages ptfevailin^ in these countries, that th^ products of 
the “ pau])er labor of Europe ” shall not be sold freely in* 
their markets. 

Why is it that the plea of those who desire to check the 
extension of the division of labor ofi the lines of nationality, 
sudd&nly change* as they pass from old and fully settled 
countri(!fe, to countries but recently, and perhaps still but par- 
tiallf , occupied^and cultivated ? » » 

618. Why Wages are High in New Countries.— The ox 
planation is found in the fact that the populations of what 
we calP “ new countries,” that is, countries where an inade- 
quate population is applying progressively to fresh fields 
advanced methods and machinery, possess an immense advajit- 
age in the conditions of living over the })opulation8 of “ old 
countries,” wjiere tfie land has long been f^dly occupied^where 
the capabilities of the soil, even on fields of small natural pro- 
ductiveness, are heavily taxed to furnish subsistence to the 
inhabitants, and where systematic, continuous manuring has 
to be practiced in order to keep the land in ctindi»ion. 

The enonjous profit of cultivating a virgin etoil without the 
need of artificial fertilization, and the abundance of fdod and 
other necessj-ries of life‘'enjoy>^d by th^ agricultural class hai?q 
tended continually to disparage mechanical industries in the 
eye? e-like of the American capitalist and of tUe American 
laborer. 

619. The Competition of the Fa];pi with the Shop.^-It has 

been the competition of the farm with the ^op which h^, 
from the first, most effectually retardeiJ the gr^jvth of manu- 
factures ?he United States. , A population 'g^hich ia privi- 
^leged to live upftn a virgin soil, cultivating only the choicest 
fields and cropping these through a succession of years -Srithout 
returning an;^ thing to the land, can live in nlentv. If that 



NATURAL PROTECTION, 


in 

population pop8es9*th^ added advantage of great skill in the 
use of tools and great adroitness in meeting the large and the 
little exigencies of the occupation ^d ftpltivation of the soil, 
the fruit# of agriculture will still fjirtiier be greatly nicreased. 
The dietary of an jimericaiC farmer, cultivating his own fand 
with the aid of his growing sons, would amaze a peasant from 
any portiop of Europe. An abundance^ of nu#iitious food is 
and has been, evei^ since the revolutionary period, the sure 
condition of the life of the agriculturist in the United States. 
It was not with our fathers, even in New England, a struggle 
for the necessaries of life* blit for social decencies and what, 
in any old country, would have b«en «alle(? luxuries. o« 

Now, the mode of living on the part o^ tluj agricultural 
popufation has necessarily set a minimum standard of ^ages 
for mechanical labor. With an abundance of cheap land, with 
a population facile to the last degree in making cli.mge of 
avocation and of rtisidence, few able-bodied men are Hkely to 
be drawn into factories and shops on terms which imply a 
meaner subsistence than that secured in the cultivation of the 
soil. 

620? The Hand yrades. — ^I'here are ^certain classes of 
mechanical pursuits, however, which, by their nature, secure 
to those who follow them a minimum remuneration fully u|) 
to the standard of the agricultural wages of tlu^ region. Such, 
for instance, afe the trades of carpenter, blacksmith and mason, 
in which the work is of a kind which can only Ije done «pon 
the spdt. The house can not be built abroad and imported for 
farmer’s use ; tlie^wagon^fiust be mended npar +he place^ 
where it broke „down ; the horse must be shod, the^ tools 
sharpened, by the artisans of the neighborhood. If, then, the 
fawner will have such services performed, he^nlust admit those 
who pirform them to slijire his own abundance ; he must pay 
yages or priceg which will attract men, and those, by necessity, 
men excepticyially intelligent and skillful, into those trades. 
Henc^ we the mason, the blacksmith, the plumber, the 
carpenter, theiiouse painter, the cobbler, in •every part of the^ 
United States, receivihg wages which bear no* relation what* 
ever to the wages paid the same class ai services in other 
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countries, but which stand in a v^ry^ exact relalJori to the 
rewards of agricultural labor herce, 

Nor h^jS it bver bc'cn found necessary' to encourage or stiihu-. 
lat (9 these trades for thb good of the country, Whftit states- 
man ever intrc/duced'irito CongrCas a bill intended, to increase 
the number of carpenters ‘'or blacksmiths, or to enhance their 
wages ? 

621. Personal and Professional Service. — But, a^ain,'' 
there are certain classes of services, of a personal or profes- 
sional nature, which liave also pecured for those rendering 
them a participation in the abundance enjoyed by the .tillers 
of the s^il in the oome region. The remuneration received by 
the Tjiembers of these classes, whether called the wages of 
domestiQ,jBcrvatt8, or the fees of physicians and Ja'N^ers , or 
the salaries of schoolmasters and • clergymen, or the profits of 
retail tpdc) has been out of all relation to the remuneration of 
similar services in other countries, and has amounted to just 
what I have termed it, a participation in the ahundanct en- 
joyed by the agricultural population. Since thes^ servfees ' 
could only be perf('jrmed upon the spot, the agriculturis^ts have 
been obliged'^ if they would have the services rendered, »4iO pay 
jor them, out of the large surplus of their own produce, at ^ 
least endhgh to mj|ke these professions and avocations equally 
desirable with their own, uncertainty of result, loss of time in 
preparation, expense of education and training, healthfulness 
and agreeableness of work, etc., being taken inlo account; and, ' 
since the agricultural classes have, desired that these services. 

' should be performed, and have been '^rilling to pay for thcast 
on the scale indicated, there has never been any call for Con- 
gressional action to secure the requisite number of lawyers, 
physicians, clergymen, schoolmaster^, domestic servant's or' 
retail tradesmen. 

622. The Factory Industries.— But now we note that thwe* 
are still pth^^r important classes of s^^viejs be tendered, 
respecting whic];i flie rule changes. The remuiieratioi? of the 
persons rendering these sei^dces no longer fias reference tq 
the abundance of, agricultural production in the several^ seC; 

’ tions of the 'United States; is no linger irrespective o£ 4ha 
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remuneration .of simikr* classes elsewhere. These persons 
are not, necessarily, admitted to ^a participation in the fruits 
of American agriculture. 

The services referred to are such^as»can be performed with- ' 
out respect to the location of the consjjmer pf the product, i 
They are nearly identical with what we call, in the technical 
sense thf term, manufactures. ^ > 

' Whenever thc^ American farmer <vants a pane of glass set, 
or a pair of boots mended, or a horse shod, lie must pay some 
one, his neighbor, enough for doing the job to keep him in his 
trade and to keep him oui of agriculture, in the face of the 
great advantages of tilling the soi4 in New^York, or Ohio or 
Dakota, or wherever else the farmer in question miiy live ; 
but how much he shall pay the man who inajces the pane of 
glass, or the pair of boots, or the set of horseshoes, will depend 
upon the advantages of tilling the soil, not where^he himself 
lives, but where the* maker of the horseshoes, the boots, or the 
gla^ may live. 

Jf he will ha^re the work done he must pay some one, some- 
where, enough to keep him in his trade and out of agriculture ; 
but n.pt necessarily;? out of New York agriculture, or Ohio 
agriculture, or Dakota agriculture ; but, perhaps, out of Eng- 
lish agriculture, or French agriculture, or Norwegian agricuf- 
ture, under the the requirements of constant fertilization, deep 
plowing atfd tl9orough drainage, and subject to that stringent 
necessity which economists express by the term, ‘‘the law of 
Diminishing Returns.” 

^ Now, to offset and (jverconhj-^he inducements to engage in^ 
agriculture, even in Merry England, is a different thing, very 
different thing, from keeping a man "in his trade and out of 
agriculture in the United States. > “ 

The ' American agriculturist, having large quantities of 
grain and meat, of cotton and tobacco, left on his hands, after 
providing ample subsistence for his family, and even after 
hiring the carpenter, mason and blacksmith, the schoolmas- 
ter, lawyer afld doctor, for as much time as he requires > 
their respective services, and still further, after^ putting a good’* 
deal into farm implements and increase of Stock, is desirous of 
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obtaining with the remainder gnndry •articles more or less nee- 
essary to health, comft)rt and decency* To him it makes no 
difference whether ^he jyticles he’ requires are made on one 
side of thb Atlantic or Qn ^he other ; but it makes a^rJat dif- 
ference what h^ is obliged to pay* for them ; how much«of his 
surplus grain and meat, tojbacco and cotton must ^6 to secure 
a certain definite satisfaction of his urgent and o^t-recurring 
wants. If he must needs f^ay some one to* stay out of Am«ri- « 
can agriculture and do this work, his surplus will not go so 
far as if he were allowed to pay some one to stay out of Eng- 
lish agriculture to do it. * • 

62^. What theSStateCan Bo. — -’But here the State enters 
and declares that it is socially or politically necessary that 
these^ articles, these nails, these horseshoes, this cotton or 
woolen cloth, or what not, shall be made on this side of t!ie 
Atlantic. That necessity the agriculturist, as consumer, 
can not?^be expected to feel ; he does not cai*e where the things 
were made ; he only wants them to use. Ifc does not jare 
who makes them ; he does not even care whether 4hey a^e 
made at all ; they would answer his purpose just as well were 
they the gratuitous gifts of nature, spontEj^eous fruits ’gf the 
soil, or the sea, or the sky. Whatever his own economic 
theories may be, he will, as purchaser, every time select the 
cheapest article which will precisely answer his need. He 
will not, of his own motion, pay more for an ar^icle^ because it 
is u^ade on. his side of the Atlantic than hft could get an 
equally good article for, bearing the brand of Sheffield*or Bir- 
mingham or Manchestef. BuV if the State says he must, hh ' 
must j and consequently the American maker of this article 
is by’ force of law admitted to a participation in “the abund- 
ance enjoyed by , the American agHCultural class. The tiller 
of the soil is now compelled, by the ordinance of the State, to 
share his bread and meat with the maker of nails or bf horse- 

'• (ft 

shetes, of cotton or of woolen cloth, just^as he w^s before com- 
pelled by ‘th(? ordinance of Nature to share fiis ^jead an^ meat 
with the blac^ksniith, carpenter and mason, tho schoolmaster, 
lawyer and do(¥t6r. 

L It is perfectly t^^he, therefore, as the protectionist asserts. 
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that a Jba^ff ^ ci^oins . iiuties upon foreign gooJs imported, 
mto new countries tends to* create and maintain liigh rates of 
wa^es in the factory industries * But ^or protective duties, 
those •abides which, in their nature, can he relidily and 
cheaply transported will be})roduccd predominantly in coun- 
tries wherfe the minimum standard pf mechanfeal wages is set 
by agricultural conditions far less favorable tli#n those which 
> obtain in the Unitetl States, in Caifada, or in Australia. 

But while the law thus can and does creat*e high rates of 
wages in factory industries, it does not and it can not create 
the wealth out of which •thftt excess of manufacturing wages 
over those of older countries is pijid. .Thaf wealth is created 
by the labor and capital employed in the cultivation of the 
soil. * 


xvni. 

SOCIALISM. 

624. Difficulty of Defining Socialism. — It is not easy 
to deime the word socialism, for the j)ui^oses either of con- 
troversy or of description. It is, perhaps, impossible to give 
a definition which shall be satisfactory to all. One ]pan invid- 
iously calls another a scTcialist, only to receive the same ap- 
pellation Jiim^elf from a third person differing from him in 
political opiui(jp. Let us, however, do the best we can, In the 
confusion which prevails on this subject, to characterize 
aocialism. 

^ We find that term {fpplied to ’a great variety oT political’ 
scbeipes, in, all of which is present^ one quality, in liigTn'r or 
lo’vfer degree. This quality is the essence of socialism; an*;, 
as it is^ found more arftl more fully developed, the socialist 
characte» of any political scheme becomes more and more dis- 
fSnctly pronounced. We may apply the term, socialistic, to 
this quality. 

626! Meaning of the Word ^Socialistic.«~W^iat then does^ 
the w<Fd socialistic signify ? I answer, it is f>i*opgrly applied^ 
to tn unconscious tendency or a consciou 84 'i)urpose to extend 
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the powers of the state beyond a certain necessary, minimum, 
line of duties, for a i^Apposed public good, under popular im- 
pulse. It may be a^dcd,^ though rather in explanation than 
in qualiifcation of our dejpinition, that the supposf^d*^ public 
good in view gqneraHy invqlvei^ a greater or a smaller change 
in the distribution of wealth, as effected under the rule of 
competition akd individual initiative. This, howeverj>is not 
always the case. ^ ^ 

626. Anarchism.— We have spoken of extending the powers 
of government beyond a necessary, minimum, line of duties. 
What is that line ? On this question opinions differ, but I 
deem ct conducive^^to a clear understanding of our subject to 
conceive that line as drawn along the Police Powers of the 
state. Those, indeed, who call themselves Anarchists hold 
that government is not a necessary means of social existence ; 
but that, on the contrary, government produces most of the 
very c^ils which are made the excuse for government. They 
profess to believe that government represses individual activi- 
ties for good, at many points, and paralyzetC* forces which 
otherwise would continually operate to ameliorate the condi- 
tions of life, to harmonize social relations and to give inspir- 
ation and impulse to human efforts seeking at once the good 
of the individual and of the community. The Anarchist even 
asserts that certain vicious and destructive appetites and 
passions, which have been held to be inherent irl hufnan nature 
andjto place the necessity of government beyond the possi- 
ibility of question, are, in fact, generated by government 
itself, and would soon disappe.#k' in a state where no man pre- 
sumed to make law for another or to place any restraint 
upon his actions.* Apart, however, from the sfhall aiid as 
yet insignificant body of men known as Anarchists, it is held 
by all persons, of high or low dcgreCj^of much or little politicaf 
experience, that government is at least a necessary evil ; and 
most men cheerfully submit to whatever restraints or sacri- 
fices are involved ir^ its maintenance. "There are certai»^ func- 

* The reader who may be inteiested to see the most and best that can 
be said in behalf of^ this strange doctrine of anarchy, is referred to aq 
wticle by Prince Kropotkin in the Nineteenth Century for August, 1881!. 
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tions known as the^po^ce powers, which are, with ’substantial 
unanimity,* admitted to bejong Jo government. These are, 
speaking in a very general way, the, preelection ^)f life, person 
and property and thje preservation pf 4he civil i)eaee. These 
powers clearly embrace the impression obtjusive vice find 
the protection of the common air and the common water from 
pollution, jfhe term socialistic can not be proptrly applied to 
•any measure undertaken, in goo(f faith, for the attainment 
of these objects. In a highly organized industrial or social 
state, the police powers will naturally be exercised through 
agencies and instrumentjflities unknown in a more primitive 
condition ; but these are no*t, on that accost, to be considered 
in any degree socialistic, so long as they are directed toward 
tlje end indicated. * 

627. Examples of Socialistic Measures.—Whenever and 
wherever, for any supposed public good, measures an unde"*- 
taken or proposed, •from a popular impulse, ('’*in obedtence to 
a pppular demand, which carry, or would carry, the functions 
of govemment^beyond the line we liave drawn, the term social- 
istic is ])roperly to be used, not as a term of reproach or con- 
tumeJJ^, but as a stjictly despriptive title. Tl^^ line of the 
police powers may, in any given instance, be transcended by 
much or by little; the object sought may be thoroughly prac- 
ticable or wildly faiicififl; the results may be hic^hly beneiicial 
or deeply injiu’ious to soci(*ty; but every measure or proposal 
of the nature we have des'wibed is socialistic. Thus, ]mblic 
schools are distinctly socialistic. Edu(*ation is a matter 


jgroper to individual initig1*ive<wid entftrj)rise, within the family 
or, by voluntary association, within larger groups. It is 
only*during the last twenty years that this function h£^*been 
asiimed by government ii^a i nmtry so fre^-prosperous and 


^enlightened as EnglaJld. AVhen this great step was taken 
it was dfetinctly and unmistakably socialistic, yet not the less 
meritorious ^nd beneficial. That step had been taken, gener- 
ation^before^^in^the United States, with the ^oni^ent of ^11 
parties and alhclasses, and witlj the happiest re^ilts in peace^ 


order^nd prosperity. • On the other hand, tfie? government in 
Eifgland owns and operates the telegraph, if policy from which 
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we in the United States shrink with reluctance as dangerously 
socialistic. ^ ^ 

628. Publio roads^'and bridges also exhibit the social- 
istic character in a highly marked degree.^ In a very primitive 
state of society, wlnye, yet^ all ^^he police powers are* fully 
exercised, each man looks out for his own paths of travel or 
transport, and^7laint^nshisown communications with friends 
and neighbors, across the commons or through the forest. ' 
Even after roads are laid out, and, later still, are graded, 
drained and perhaps paved, at great expense, and streams and 
ravines are bridged, this work continues to be regarded as 
altoge^-her a matter for private "enterprise. Individuals or 
associations lay out the roads and build the bridges, collecting 
toll from every one who passes over them. Those who use 
the roads much pay much; those who use them little pay little; 
those who stay at home pay nothing at all. ^^t last* there comes* 
a time S^hen it is seen that, though this "function naturally 
belongs to individuals, and has indeed been exercised by in- 
dividuals with a reasonable degree of succeSo, yet^a great 
public advantage will result from making these avenues of 
communication free to all and tyipporting them thereafter at 
the public ex})ense. The step thus taken is purely, highly 
socialistic. The responsibility, the labor, the expenditure 
involved in these undertakings pass from private citizens to 
publio officials. Individuals no longer pay fo/ tMs service 
acco^’ding tq the proportion in which they enjoy it. Each 
contributes, whether he will or not, to the construction and 
maintenance of roads and bridges, which he may use much pi* 
may not use at all. 

028. Protectionism is purely and highly socialistic." Its 
pur|)Ose is so to' 'operate upon individual choices and aims,-* so 
to influence private enterprise and tl^e' investments of ^iapital, 
as to secure the building up, within the country concerned, of 

certain branches of production which could not be carried on, 
-. 1 - • ^ < 

^ * The general mqvement by whi5h roads and bridges have almost uni- 
versally been fiaade fi;ee, began, eyen in the most enlightened countries, 
only sixty or seventy j^ars ago. 
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or would grow.butclowly, under the rule of competition and 
individual initiative. Vith'this object ^In View* go vernment 
begins by preventing the citizen fropi l:^ing where he can 
buy ch^ai^est ; it compels him to p^jy ien, thirty or •fifty per 
cent, advance, it may be, upcji* the price| at \jhich he coTild 
otherwise purchase ; it even assume^ the right to make exist- 
ing ind«stri|‘*s support the industries wdiich are tl«us to be called 
4nU being. Notp incidentally, but frimarily and of purpopc, 
it alfects vitally every man’s industrial oonditiojis and 
relations. It does this for a supposed public good. 

630. The Socialists.— We •have, perlia])s, sufficiently illus- 
trated the significance of thh worcbsockilis^. What tlien is 
socialism ? Perhaps we had better first ask. w'ho is a 
socialist ? Under our definition, the advocacy of a socijflistic 
act or measure will not necessarily characterize a socialist. 
Thus, prot(JCtion, as jve have said, is socialistic. Yet tiic pro^ 
tectionist is not, as sficli, a socialist. Most protc'^tionists^re not 
socialists. Many protectionists are, in their general views, as 
stv)ngly anti-socialist as men can well be. 

The socialist is one who, in ge^ieral, distrusts the effects of 
indivij^ial initiative^nd enterprise ; who is readjly convinced 
of the necessity or utility of the assumption, by the State, of 
functions which have hitherto been left to personal choices 
add personal aims ; and who, in fact, approves and advocates 
many and fcirga schemes of this cliaracter. 

The person erf whom all this could be said migj:it projwrly 
be calldd a socialist ; yet there are many such pcTsons who 
l^iild wish, after enlarging pod^ers of government at ^ 
many points, cc^recting, as they conceive it, many of the 
infirmities a!id evil liabilities of society by force of law,* and 
intBoducing incentives and impulses which, ^ they believe, 
can only be administered J)y the organized power of the State, 
still to le^ve individual initiative and enterprise the general 
rule of life. The extreme socialist is he who would make the 
State ?J1 in alj*: pnvate*enterp;*ise, personal choicdjs and aimfe 
being lost in tl*e general mo vemijnt of a sofjiety dominated, 
and directed by a maje/rity vote. In the vi^wbf the extreme^ 
socialist, the powers and^the rights of the State are the sum 
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"of all the powers and all the rights, of the individuals who 
compose it ; S.nd g6ve**nment becomes ^^he organ of society in 
respect to all jts interests and all its acts. 

681. SScialism. — Thfi term “ socialism” may, then; prop- 
erly be applied (1) to the aggregate of many and lai^e 
schemes for the extension of the powers of the State, actually 
urged for presp.nt or early adoption ; or (2) to a* prog^-amme 
contemplated, at whatever distance, for the gradual replace- ^ 
mcnt of private by public activity ; or (3) to an observed 
movement or tendency of a highly marked character in the 
direction indicated. • 

It will be seen Lliat socialism and anarchism are in theory 
absolutely antipodal. The former would proceed by mag- 
nifying the powers of the State and enlarging the ^^here 
of its operation, until personal choices and aiths should 
wholly disappear in respect to all matters in which others, 
or the ^community as a whole, could possibly be interested. 
The complete establishment of socialism would, therefore, 
involve a tyranny more far-reaching and searching than 
that of the most absolute despotism ever founded among 
men. Anarchism, on the contrary, aims at the complete 
abolition of government: the removal of every foim of 
festraintj.Jeaving personal aims and choices wholly unchecked 
by law or authority, subject only* to moral influences, to 
persuasion and to the force of public sentiment. 

632. Socialism vs. Oommnxiism. — The distinction between 
Socialism and Communism is not to be drawn so easily. The 
two schemes have, necessarily, muc^ in common ; while tha 
boundaries of that which, theoreticafly, each has to itself 
have j>een much confuse,! by vague or passionate treatment. 
In a previous p::l?licati on,* I have, sought to express as clearly 
as the nature of the case would allow, ^the essential diflPerences 
between Socialism and Communi8m,*a8 follows : 

1st. Communism confines itself mainly, if hot exclusively, 
tv. the one subject matter — ^wealth. On " th*e other hand, 
Socialism, conspicuously, in all its manifestations, in all lands 


* Scijbner’s Magazine. January, 1887. 
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where it kas appeared^ asserts its claim to control every inter* ^ 
ect of human society, to enlist for its purposes every form of 
energy. 

2nd.* ^ far as wealth becomes Jha subject matter both of 
Communism, on the one hand, and of Socialism, on the other, 
we note a difference of treatment.. Communism, in general, 
regard* w^^*lth as produced, and confines itself gto effecting an 
• eqmal, or what it eAcems an eqiiitM^le distriliution. 

Socialism, on the otlier liand, gives its first and chi^f atten- 
tion to the production of wealth ; and, jiassing lightly over 
the questions of distribiftiob, with or without assent to the 
doctrine of an equal division amoirg ]w8diicers, it -asserts 
the right to inquire into and control the consi.inptioii df wealth 
for tfie general good, whether through sumptuary la'v^ and 
regulations, or through taxation for public expenditur* 

3rd. Communism, is essentially n(‘gative, confined to the 
prohibition that tme shall not have me e than c^nother. 
Socialism is positive and aggressive, declaring that each man 
shall have enomgh. It purposes to introduce new' forces into 
society and industry, to put a ;?top to the idleness, the waste 
of rejburces, the nysdirectiou of force, insepai;ablc, in some 
large proportion of instances, from individual initiative ; and 
to drive the whole mass forward in the direction determined 
Ify the intelligence ol it* better half. 

4th. While •communism might conceivably be established 
upon the largest scale, and has, in a hundred pxperin^nts, 
been fJpon a small scale established, by voluntary consent, 
So cialism begins with^tV*usc^^f thc^)owers of t^ie IJoate, and^ 
proceeds and operates through them alone. It is )>y ihe^force 
of law thatP the Socialist purp oses to wdiip up the laggard ^ 
ani the delinquents in thc^social and indusiilal order. It is 
by thetpublic treasurer, jrmed wdth powers of assessment and 
gale, that he pl^ans to gather the means for carrying on enter- 
prises to wl]4^^ individual resources would be inadequate. 
It is tJirough^fenXlties’that l\e would ch^ck wasteful or mis- 
chievous expenditures. ^ ^ ^ 

If '^fhat has been said above would be fojind true, were one’ 
studying Communism and Socialism as a philosophical critic, 
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much more important will be the distinctioR bet^eeirtbem to 
the eyes of the politician or,the statesman. Communism is, 
if not moribund, at t^jih bejit everywhere at a stand-still, gen- 
erally on ^he wane ; nor»dges it show an^ sign of r^tuVning 
vitality. On tlyj oth^ hand, Socialism was never more full 
of lusty vigor, more rich in the promise of things *to come, 
than now. \ 

633. It seen^ only neediul to add, that, while the doctrines 
of Anarchism, Socialism and Commniiisni are respectively 
held by not a few sincere and disinterested men, of a high 
order of intelligence, large numbers* of those who embrace 
one or die other oi^^ thesb sj^^tems do so with no appreciation 
of the difierences between them, being influenced wholly by 
a general discontent with the results of the existing special 
and industrial order, either as affecting themselves or as con- 
trolling the < fortunes of their class. In « addition to these, 
every phblic demonstration of socialistic Or communistic or- 
ganizations almost inevitably draws out a svwm of “leyd 
fellows of the baser sort,^’ who for the time atts;3h thomselv^ 
to that party, out of a general hatred of law and order, or in 
the hope of plunder, or from a delight in ;-iot and misfe^ief. 
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tion of the feudal burdens upon 
land in England, 500 # 

Coinage, 168, 1 79-80 ; cost of, i, e., 
seigniorage. Chap. 4, Part III 
Coin basis of bank money, [See 
Reserye, Specie] ^ 

Coin, debasement of ; seigniorage. 
Chapter 4, Part JJI ; 
Combination, in economics op- 
posed to competition, 129 
Comfort, ideas of, developed in 
the ^progress of society, 19, 395-9 
'Comrfieirce the old time theory 
that it could be beneficial to but 
one party, 3 [Sbe also Exchange 
and International Trkde] * 
Commodities, distinguished frofc 
service#, 247-9 
Commi^ism, 632 
Community of goods, whit would 
become of wealth ? 11 
Competitic«j defined,4l29 ; relation 
of contpetitidn t^ the doctrine 
*of rent, 268-76 ; relation or com- 
petition to the ddetrine of inter- 
est, 29if; to the doctriiAe of 
wages. Chap. 6, Pan IV, ako 
465-7^ 
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Comte, Aug.:^ deiifca to political 
economy tile charafter df a 
science, 25-0 * ,• 

Consumers and producers, possi- 
l)le4 misunderstandings between, 
Cliap.«^, Part 111 • , 

Consfumplion of wealth; Prof. Les- 
lie holds that tli(‘ neglect of tins 
department of incjuiry is due to 
th(^ass;’ 4 npiiou of a beneficent 
* order of natur 4 ^ 1^5; consump- 
tion as a iiepavtment of iK)litical 
economy, i’art V, yamm 
Consum]i1ivo tr. productive co- 
operation, 4H2-3 ^ 

Coiitiuer.lal ciirrenoy, so-called, of 
the American revolution, *207, 
209. 219 

Contributions to the treasury of 
th^! State, 572 ; (cominilsory: see 
I Revimut of the State and Tax- 
ation) 

Co'Opt'ration : an cfTyrt to get rid 
of the entrepreuc'^ir, 1(>8; erro- 
neous conceptions of many econ- 
omists, 316-7; 436-8; anticipated 
*benelit8 of, 429-31 ; practical 

• diliiculties, ^2-6 
Corn rents, 188-90 

“ Cojn Laws’' (English), 83 
Corners, so-called, a« a tool of tAe 
speculating class, 140, 364 
Courcelle-Sencuil, J. G.: deprecia- 
tion not a necessary result of m- 

* convertibility, 21 3n; ilic theory 
of bank moupy, 224 

Cr(;asy, jjir Edward, the feudal 
burdens on Itnd, 498 
CphIU sales, the chanThterislic, 186; 
their great importau(;(! in modern 
\ exchange, 187 ; the t^’^ltip]^ 
standard of deferred •payments, 
459-64 

CIL^s, [Setf Panics] 

Cultivation, descending to inf^’rioi 
soils, [See DiminishingiReturns] 
Currency principle, the jja-called 
thi banking principle, 2^-6 
► Custom, its influence in modifying 
law or competition, l\k is always, 
in theory, #pp(#ied competi- 
tion, 129; *118 effects on price, 
145-6 • 

Darvuin, Charles ; the* power of 
tgeometrical increase, 393 
Dear vs. Cheap Food, 404^ 


Debasement of tlie’coin, Chap. 3, 
ParPllI 

•Debtor class, their demand for 
papefmon(‘y issues, 445 
Dctjency, ideas of, developed In 
• tlie progress of society 19; 

power to check population, 394, 

’ 400-# • 

Deferred payments, standard for, 
[See Standawi, etc.] 

Petinitinns, in economics, uut less 
valuable Ix^oiiuse w rtain obiects 
may fall across the lines of de- 
maVkation, 6 ; difficulty which 
political economy encounUirs 
from the use of terms taken from 
j common%tH‘ech, 42-3 . 
Degradai^n of the labonng class, 
through unequal fompeiition, 
339-47, 466 • 

Demand and supply, defined, 125 ; 
desire is not demand ; ope- 
ration of demand and supply il- 
lustrated. ■'25-4(f; (Money), 170 
Demand, mieniational; equation, 
of, 153 

Denominator of value, 182-3; how 
about paper money ? 210 
Dcipartmeuts, the four departments 
of political economy, 44; rea- 
sons for their retention, 111, 
247-0 

Deposits, fictitious, as a meansiof 
evading usury la^^s, 422 [See 
Safe Ih'posit 1 

Deposit and aiscount, the great 
banking fimcti n, 526 
Deprei-iation, not a n(*cci^ary re- 
sult i)f debasement of coin, 197, 
201 ; or of inconvertibility of 
pftper, 213 ^ 

DeQuincey, Thomas: “ Profits arfe 
tlie leavings of wages,” ^27 
DIsirc is not demand, 12Q 
Dfsires, cconamie, tend to multi- 
ply as faSt as gratuity replaces 
value in the case of articles ' 
which were the subject of for- 
mer desires, 134, 63, 66-7, 92-8, 
Chap. 2 and 3, Part V 
Destruetmn of *weftlth, ketping 
down ac^umu^tions of capital, 
110 ; popular notion that» it 
stimulates ^ioduction, 411-8 
j Deterioratftin, liabfliity to, as affect 
' ing prici, 143^ 
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Devon, Earl : Irish Commission of , 
1844, 394 • • • 

Diet, diversifi(?d, taste foj*, as a«- 
tagoniziiig the <>rocreativc f^rce, 
898 ^ 

Diff^*rence, economic, ^vliat con- 
stitutes an economic dij^crcncc ’ 

Diffusion of taxes, 600-10 * 

Diminisliing retftrns iir agricul- 
ture, 51-4, 257 % 

Discipline creates fio force, but may 
prevent waste, 348-51 « 
Discount and deposit, the great 
banking function, 526 
Discredit of money, its influence 
on th^amoney demjftid, 200-1 • 
Distribution, as a defi^^jrtinent in 
political*economy, Chap. l.Part 

Division of Labor [Secj, also. Ter- 
ritorial Div. of Lab.], how it 
originates, 80 ; how it beconuis 
a source of productive power, 
81-3 ; gives rise to exchange, 112 ; 
evil possibilities attendant upon, 
Chap. 7, Part III 

Doumins, as a source of revenue 
to the State, 576 

Douglass, William : «iie debtor 
class in early JIassachusetts, 445 
Dress, jus a form of consumption, 
•384 

Dynamics of wealth, found in con- 
sumption, 382 

Economics, [Soe Political Econ- 
omy] 

EfBci(i,ncy of ,the individual hi- 
borer, dejiendent on several 
causes, 05-78; varying efficiency 
of labor in different couiftries, 
79 ; relation to wages, 456 
Emigration of capital, 299 ; of la- 
bor, 298-9 ‘ 

Employer, the, ^‘^ce Entrepre- 
neur] 

Employment, regularity of, as an 
element of w^ages, 320 
Employed laborer, [See Laborer] 
England, insufficient food of agri- 
•cnltural Ijfbonrs, 68 ; ^contrasted 
with India tmd Ru^jsia as to the 
•^efficiency of its laboring popula- 
^ tion, 79; its^ inchiStrial Organiza- 
tion, 252 ; rents kefet down by 
public sentiment, 269 ; its usury 


lavm, 419^ poor la^s, *447-51 ; 
felatioji of wages* to cjipital, 
^4 ; fjictory legislation, 467 ; 
its strikes, 467 ; progressivity in 
taxjition, 601 < 

English School of Polifical Econ- 
«t)my, so cjilled, 17 ; erroneous 
vie^^s of English economists re- , 
gjirdiug the relation of wages to 
tin; jH'oduct of induilry, ^26 
Entreijnmeifr ckss, the, their fucic- i 
tion, 85, 231, 245 ; as claimants 
to a shar(‘ of the product of in- 
dustry, 252, 330-2, Chap. 4, 
,Pa^t IV, jilso 474-82 ; tlie State 
ns entr(‘preneur, 577 
Eqiiation of international demand, 
153 

Eipiity, political, its relation to 
political economy, 36 * 

Equities of contributfon to tie 
^State, 583 [See also Taxation] 
Escheat,, as 41 source of State reve- 
nue, 573 * 

Esprit de corps in industry, 84 
Etliics, relation »to e(;oDomics,-19, 
36 ^ 

E.vemptions from income, prior fb 
taxation, 600-1 

Exeliauge, the old-time ^theory 
' * liijit it coiAd be iHjneficijil to but 
one party, 3; arises from the di- 
vision ot Libor, 112, 236-7; its 
r(*acdon upon production, Chapu 
7, Part 111 

Exc^hangci, the sciftjiee (if, this term 
offered as a substituUi for Polit- 
ical Econc^imy, I'ht) 

Exchange, *as a departnwnt of 
Political Economy, Part III 
homdiatinguished "from distribuv 
tion, 2^-9 

Exchange, (Tralle) International, 
Chap. 2, Part III * 

Exchanges, Foreign, 541-58 ; r<3a- 
tiou t# Bi-nu‘tallism, 563-5 
Exluii^stion of tlu‘ soil, 56-1:?^ . 
Expenditure, as the basil of taxa- 
tion, 592-4 * ^ 

Facitory l»^vs, 471 -3t 
Faculty, ‘as thi bitsis of Ijixation, 

* 695-7 • ^ 

Family, the fornfation of, 386-7 : 

sididurfly of, 390 • 

Fjiwcett, H. : insutiicient food* of 
Wesi of England lalwers 08. 
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Cottier jents in Iceland, 273n ; 
differing wuges in .different 
lo(jalitiesf 273 ; the doctrine of 
the Wage Fund, 453n. ** 

Fecuiyiity, made by M. Comte a 
test of § true science: does jioliti- 
ca^ economy bear mis test ? !!5 
Fees, as a means of revenue, : 
Feudal burdens on land, how 
confuted* V 498 

Fiat mon^, [Sec inconvertible 
Paper Money] * 

Final utility, 131, 139 
Financiering, as a banking func- 
tion, 522 

Fines and forfeitures, as a smiroftof 
r<n'(;nu(‘ to the Slate, 574 , 

Fittest, survival of, [Bee Siir- 
\'ival] 

Fix(Jtl incomes, relation to the 
multiply standard, 454 
ood, [Se(‘, also, Sul/sistenee] : its 
relation to labor power, 05 ; the 
primary form of capital, 87, 97. 
Force, productive, (^ui not be lost 
out of nature!, but may be lost 
^ut of man’s rMich, 50 
i’oreed* circulation, geiuirally a 
eharaeh'ristic of governii'cnt 
pap(T moiK’y, 207 
Forced sales, sornetinies caiwed i)y 
usury laws, 423 
Form- value, 46 

France : underbid factory hands, 

► 68 ; repression of population, 

401 ; progressivity in t<»xation, 
600-2 • ^ 

Francis, John • the city banks of 
London, 52(f % 

Free,* distinguished from gratuit- 
ous coinage, 195 • m 

^'rce trade and exhausiiofl of the 
soil, 56 ; and the territorial divi- 
*sk)n of .labor, 57, 613-23 [See 

• Protection m. Freedom of Pro- 

• duction. Part YL] * 

Frendi economists apt To confuse 

ethic^ and economic! reason- 
ing, 37 : right in their views of 
the relation of wagj^ pt'^- 
duct of in^strj', 3^ 

Fulljirton, J»: the tlioory of bapk 
money, 224 . , 

Oallatin, Albert : banl^money be- 
^ comes a sort of legal tender. 


Gangs, agricultural^ so-called, in 
England (childyeu), 342 
Garnief, tfoseph : progressivity in 
taxation, 600 

Genoa, bank of fBt. (^mrge), 522 
(JeoBietrical tm. arithmetical pro- 
giH'Ssion, 392-4 

^(‘orge,^Icnryg his “Progress and 
J*overty,” 506-21 

Germany, its railroad system, 577 
Germau^scliool of political veouo- 
•my, so-called 17 
Gib])on, E., likens momw to 
hotter, f, 164 

GillKTt’s Act (English Poor Laws), 
448-9 

Girdlestonc^ Pauon : tin* di(*t of 
• llaTlabajcm' of Devoiu^ire, 68 
Girardin,^ Lmile (i(‘^ voluntary 
contributions, 572u ^ 

Gladstone, Wm. E. : his lUidgct 
Speeches, 586n 
Glut, [Se(! Ov(Tproducii()n] 
Gluttony: rc'-anhirl by Mr. Mill 
as a pm’jHMuallv ajitagonizing 
juinciplc to the d(‘sire of wealth, 
21 

Gold [Ret! Precious .Mehils ; in its 
laiations to Bilv(T, see also Bi- 
metallj^ml 

Gouge, \Vm. M. : tin. heory of 
bank money, !&25 

Government, as ])rodue(‘r and eon- 
s imer, 357-GO, 4! t-4> ; its reveiTue, 
and the means of obtaining ii, 
572-84 

Government adiTii’ ist ration of pro* 
duetive pro])erty, 505, 576-7 
Grain, Jis money, J 89-00 • 
Gratuity, relation to value, 12-3 
Gr;t/uitoiis, distinguislRu from fnie, 
eoinuge, 195 » , 

Greed, ofttm antagonistic to llu* cii- 
.lighlcued pursuit of wealth, 23 
878 

GreenbarLsf^ so-called, of the 
United States, 209, 211, 444 
Gresham’s Law, 181 
Ground rents, 283 
Hallam, IL : the penal code of Ire 
land, 271 

llamiltow, Alex*: the danger 0 
pafKir money i.41iues, 444n 
Hard times,, so-called, their cahse 
235-42 I * . • 

Harmonics, the economiCi 844-6 
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Harrison, Fred’k ; the small suc- 
a‘88 of productive co-operation, 
484 

Harvesting, subject to the condi- 
tion of diininishing returns, 53n 
Hastings, George W, : necessity of 
the workhouse test, 463 
Hazardous risks K.f cap tal, how 
compensated, 293-7 
Health is not weolth, though per- 
haps better than wealtii, 10 
Hearn, Wm. E.-. substitutes the 
term Plutology for Political 
Economy, 43 ; explains the 
former idleness of the Scottish 
people, 78 

Hebrews, ancient, ^ury forbid- 
den, ¥17-8 'I- 

Hilling the market, 149-50 
Honm'i*nn, J. G. : the literature of 
taxation, 685 

Holland, underfed laborers, 68 
Hopefvilness in labor, as an element 
of productive power, 76-8 
Hunter s^ite, the, 60 
Huskisson, Wm. : repeal of the 
laws against combinations, 467 
Immobility of capital and labor 
[See Mobility, etc.] 

Income as the base c^f taxation, 
[See Ihjvenuel 

Inconvertible Paper Money, Chap, 
c 5, Part III 

Increment, Ihe unearned, of land, 
357, 365, 493, et seq. 

India — the efficiency of its labor- 
ing population contrasted with 
that of England, 79 ; increase 
of population and condition of 
the people, 894 ; possible relation 
of taxation to production, 415 
Indifference of" the rate of profits, 
a doctrine, 378-80 
Indolence, regarded by !Mr. Mill 
as a p(jrpetuallv antagonizing 
principle to the desire of wealth, 

Inflation (money), 198-204, 213, 
219-20, 441-5 ; tendency to infla- 
tion inhering in political money, 
439-45 ^ 

Inglis, H. : the city houses of Ire- 
, land in 1834, 70 
Tniuries, economic, *tend to remain, 
346-7 " 

Iiijtistice, only becomfes a subject 


for*, the considerationiof the econ- 
omist* when it issuQS as an eco- 
nomic force influencing the ac- 
tions of men with respect to 
wealth, 86 

Institutiona. how far sliall they be 
considered by the economist? 
19 

Insurance of the principal, an im- 
portant element of^ Intel est, 293 

Intellectual ^elements of supply and 
demand, 147 

Intelligence, not wealth, 9-10; as a 
source of productive power, 
72-4 

Interest, as a share in the product 
of indu.stry, 252, 332-6, 368-9; 
Chap. 3, Part IV [See Usury 
Laws] 

International Trade; international 
values, 151-8 i> fj 

International distribution-of money, 
176 

International division of labor 
[8(50 Territorial, etc.] 

Inv(‘ntion facilitated by the divis- 
ion of labor, 82 

Ireland, llie cconumic mischiefs of 
its land ttmurc almost irrespect- 
ive of considerations of political 
equity, 36^ inadequate shelter of 
the laboring population, 70; the 
“ starving season," 94; rents: re- 
lation of the landlord and tenant 
ckus's, 2714; increase of popula- 
tion and state tbp peasantry 
prior to the famine, 394 

Irish, tlieir^traditlonal idleness at 
home diiJ to unfair laws^ 78 
J Jarvis, Edward : varying viability 
oP the several nations of Europe. 

I 820 ^ 

Jevoas, W. S. illustration of ^the 
descending scale of utility, i31; 
but one pric(i for a commodjty, 
132-3^ substitution of one com- 
modity for another, inf use, as 
affecting price, 142n; British 
coin, 180; the denominator 
value, #182; adv(jcates a tabular 
or m'fdtiple^' standard, 191, 463; 
repudiates the (ioctrine^of the 
wages fund, ^*326; the laimz 
fmi‘e /floctrine, 380; the# law of 
wages, 326; the dynamics- of 
we^ltli, 383n; his Money and the 
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Mechankm of Exthange^524n; 
governm^t ‘interfereilce with 
labor, 349, 352,471; flifttuaticwis 
in the value of gold, 1789-1874, 
440;j3i-metallism, 568 
Johnson,#. W. Prof*: on the hb-jt 
nevial of the soil by “weather- 
ing” and’nitrification, 59 
Johnston, F. W. Prof.: the 
constituents of the soil taken 
^way in the crop, 56 
Knies, Prof.: his classification of 
values,' as time-vahiej place- value 
and form-value, 46 
Knights of Labor, Part VI 
Kropotkin, Prince : on Anfircl^, 
626 

Labor: employed in agriculture* 
subject to tlij} condition of di- 
misishing returns, 49-52 ; not so 
I when ei«i)loved in mechanical 
industries, 53-4, vme of the 
three primjiry agents of produc- 
tion, Chap. 2, Part* II: varying 
efticioncyof labor,* 65-79; divis- 
ion of, 80-4; partial immobility 
(Jf labor, 104; relation of labor 
• to valife, 119-14 

Laborer, the, as a claimant to a 
shaije of the product of indus- 
trji 252; Chaps. r>iand 6 , Part. 
IV ; the residual claimant upon 
the product of industry, 322-36 
Laimz faire, the doctrine, 34-4-52, 

» 380 

Land, its Jenure, how far ot" con- 
sequence* to Ttie economist ? 19, 
36; one of the three prim.iiy 
ageij^ts of productior^ 47-8; its ca- 
pability of increased production, 
49-54; influence of a 
‘^tenure upon populatioit, wl [See 
building lots, 'pastures, .water 
{jrfvilegesf wood lots, mines; see 
Jalso, Nationalization of the Land; 
*see, also, Chapter on I^nt, Part 
IV, *nd Attacks on the Doctrine 
of Rent, Part VI] * 
Landlord, the, as a claimant to a 
share in the nroduct ^ industry, 
252, Chap. %, Pwt I#, 328-34, 
3684r0 • 

Latin-Union, so-called, its mono- « 
tary^ league, 195, 671 % 

Laws, how far shall they be con- 

j T — jn 


Leave-them-as-you-find-them rule 
of taiyitipn, o90> 

Leslie, T. E. Clilfe: influence of 
natunfl theolqgy on political 
economy, 35; influence of a 
•popular tenure of the soil upon 
population, in France, 401 * 
Liverpofl, Loi#: ancient bankers, 
822 

Loans, [Spe In^rest and Usuiy 
^awst* 

Locke, John, oi^ usury, 424 
Lotteriet^ fis a means of revenue to 
th(; State, 579 

Luxury, ideas of, developed in the 
progress of society, 19; its ap- 
peafance j*in human societies, 
398-9 ^ • 

Machinery : great idiffercnces 
among diiferent people.^ in the 
capacity of using it, 73-4 ; intro- 
duction of machinery as idling 
to set protlucers and cousumcii-. 
apart, 231-6 • 

Maltlius, T. 1\. . the lav^of popu- 
lation, 391, 395, 402 
Man, the economic, 21 
Manchester, or Ltmaez Faire, 
school of economists, 348 
Mansfield > Lord: diffusion of 
taxes, 606 * 

Manufactures; not subject to the 
condition of diminishing returijs, 
53 4 ; plea for buil(?ing up local 
manufjictures i«> prevent w’aste 
of soil. 56-9 ; relation to agricul- 
ture, in new c<' untries, 618- 
23 

Market, what is it ? 134 
Market fmee, ite reJaliuii to nor- 
iTiJil price, 139 ^ 

Marriage : early marriages in Ire-* 
land, 394 ; discouraged by econ- 
^nic desires, 897 ^ 

Marshall, xilf^d and Mary Paley, 
Econowim^y Iiidadry : nonesty, 
a part of the “ personal wealth ” 
of a country, 9 ; possible savings 
of Asia and England contrasted, 
93n ; influence of “plant ” on the 
prices of commjditfcs, 14411^ the 
course *of speculation and the 
cause oi pifnics, 232 ; effect upjjn 
accumulati*!^ of a low rate 
interest, I 88 n ; origin of business 
profits, 3tl 
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Martineau, •Harriet . efEectfl of a 
premium on illegitiipapr, 460 
Massachusetts paper money, 443 
Mastership in production^ 85, 10^9, 
231, 239# |8ee*chapter on Profits 
in Part IV ; also artide jOo- 
cft)eration in Part VI] 

Materials, the thi^l foriW)f capital, 
96-7 

May, Sir E : H^e English Crown 
lands, 576n 

McCulloch, J. : varying fer- 
tility of soils, 254 ; relation of 
wages to profits, 337/i ; wages 
and cheap food, 404 ; govern- 
mental (jxi)enditure, 414 ; effects 
of an incrojisc of moijey sup- 
ply, f545n; propos#!^, the purely 
economic theory of taxation, 583, 
605<fc his treatis(j on taxation and 
the funding system, 586 
Mcjusure of value, so-c;alled, [See 
Denominator of Value] 
Mechanical industry, not sul)j(‘et 
to th(« condition of diminishiiig 
returns, 53-4 

Medium of exchange, money serves 
as the, 162; how about paper 
momy ? 200 
Metals as money, 166 
Metals, the prjpcious, as money, 
167 ; the irnigularity of their 
, production, 188-9, 44(), fSciO also 
Bi-metalKsm and Multiple Stan- 
dard] 

Middlemen in Ireland, 272 
Mill, John Stulirt: correctness of 
the popular conception of wealth, 
6;'" fails to observe distinction 
lx?tween wealth and property, 
15 ; his state meait of the pifemiscs* 
of the Hicai^iian school, 21 ; he 
replies to Comte’s criticism foun- 
detf on the con^enms of the social 
plu^Aomena, 39 ^ recognize^ ex- 
change as a department of 
political economy, 11 In; the 
friction of retail trade, 149 ; the 
equation of international de- 
mand, 153 ; the unearned incre- 
jnent of land 284, 497-500 ; doc- 
trine of the wage fufid, 453 
^ines, rental Sf, 281 , 

^Mints, of various^ cpuntrijBs, 180n 
Mobility of dapital aid labor, iiow 
far secured, 104. 339-45 


Money, Chg^ps. 3, 4, ^^and 6, Part 
.111; interest paid, in general, not 
^for the use of mdney, but of 
oth(*r forms of capital, 286 [See, 
also. Bank Money, Incoi^vertible • 
Pa{)er Money, Political Money, 

• Bi-metallism] 

Stoiiometallism [Sec Bi-metallism] 
Monopolies, as a source of revenue 
to the State, 578 * 

Monopoly yalue, 121* 

Moral considetoions, how faf do 
they concern the economist ? 19, 
36 

Moral elements of supply and de- 

• mand, 147 

IVIosaical code, prohibits usury, 

Mortgages, are they wealth, or only 
property ? 1 5 ' » 

Motives, economic, ^lall all |be 
taken by the economist, or only 
a few leading motive’s ? 16-23 
Multiple .^andard, for defernjd 
payments^ 191, 459-64 
Nai)oleon, avoided the use of 
paper moiieyT 314 
National” Rilitical fliiconoTiay, 
so-called, 83; why should indus- 
trial corr(;spond {o political enti- 
I ► ties ? 61^.6 \ 

' Nationalization of the Land, 493- 
565 

Natural Theology: its relation to 
poKtical (‘conomy, 35 * 

Nature, the assumption of a Ixmef- 
icent conslituHon 6f, as influ- 
encing th(‘ pursuit of political 
econoimf, 35 

Nature, human: how far shall the 
[ economist seek to comprehenfi* 
it, an4 include it in the premisxfe 
of^ his reasoning ? 16-23 
Ncison, Dr. : varying mort^fcli^ of 
the several trades and professions, 
•330 ^ 

New countries, so-callc^, why 
wjfees are high in them, 618- 
23 . * 

Nicholls^ Sir George : effects ot 
Oilbg^rs aqt, 4^ 

Nitrification, so-called, as # means 
of renewing tjie soil subject to 
ciiltuji!;, 59 

Nominal m. real wages, Sal 
Nominal real cost of labor.* 321 
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Normal’ prifo: its relation to, mar- 
ket price, J37-^ t . 

Norman, Geo. Warde : life Ihqpry 
of bank money, 5225 
Nortli, ^Dudley: free coinage, 195 
OccnpatioSI^ change of* as a mea^s 
of Believing the labor marki-t, 
342 • 

•Ollicc's, sale erf. 575 
One pfice c\ply for a commejdity, 

Opinion, public: influence on 
wages, 3f)3-4 

Organization of industry, 84-5 ; as- 
alfecting pric*e, 144 
Ortes, G.: intimates tin; la’^s of 
population, 395 • 

Ovei'-ixToduction, what the term 
means, 408-10, 

Overslone, Lord : the theory of 
|l)ank money, 225; the course of 
siuMUilation and over trading, 
232; fictitious deposits, 422 
Panics, Hkj causes ot’ *232-3, 239 ; 

in the United States* 213 
Paper moiny [S(^j Lank Money 
*!ind lujonveilibie Papi'r ^loney ) 
I^r of exchang(^: what it is, 513 ; 
belw(’cn gold- using and silv( r- 
using eouiitries, 5G1 
Pariew, E. de : tlic iilerature ofi 
taxation, 585; Ukj iiilusiou of 
taxes, 009 

? astures: relation to arable lands, 
277 * 

Pastoral st:^le, tin*, 01 
Pauperism, 440-o2 
Perry, A. L. l^rof.: doctrine of 
the JndilTerenre of Mk; rate ot 
profits, 373, 879; doctrine of the 
wage fund, 453 , • 

TOIv, Sir Win.: his the(^y of tax- 
ation, 592 • 

Pl^s^ocrats,* the French, treated 
Jiolitical economy .as an art, J9 : 
deemed agriculture ^le sole 
sourft^ of wealth, 48 ; their the- 
ory of •tixation, 583 '• 

►Physiology of •man, how far of 
consequenctLto the fwonomist V 
1.0-20 t <■ ^ ^ 

Pickiri^, or selecting, the coin, 179 
Place-value, 46 • 

Plant,# so-called, its exigence as 
#ff(jcting price, 144 
Philology, the term offejed by 


Prof. TTearn as a suhstilutc for 
politi(‘al (jfjonomy, 43 
P#ilitical economy, its charaeha' and 
lod(;al tneth()(i,^Part I 
Poliiical money* 439-45 ; [See 
#ls^, Inconvertible Paper Money] 
Polities, ami (*conomics, ,349 
Polo, MjI'co : tke (fliinese paper 
inoiu'y, 206 

Poor lawfc [See fauperism] 

P<w, thefts a eajnialist, 572 
Po}uilation increases as tribes j)ass 
from tji(‘. hunter to llie ]nish)ial 
stat(‘, and again as they initiate 
agrieulture, 00 3; relation of sii))- 
sistence to popiil.ation, (tliap. 
^1-3, Part Vlt effect of tluyruTeasc 
of po])iiJ[pt,io’: ill (Iriviifg culti- 
valifm down to inhrior soils, 
51-4. no. 257, 271-4 ; IS(#, also, 
3'he Njitionalization oi the Lund, 
l^irt VI 

Potato nhilosophy of wag(‘s, 404 
Pra(‘1i(‘al men, so-ctilled or self- 
called, th(‘ir readiness^lo assert 
tlu'ir opinions on economic fpics- 
tions, 41 

Ihcdiction, capability ,i)f, made by 
M. Uomt(‘ a test of a true science, 
25 t 

Prejudices, popujar, their influ- 
ence on political economy, 40 
Premises of political econoinv, 14>- 
ou * 

Price, relfiti on to \aluc, 115; but 
one price for a commodity, 132 
normal and mark . jiricc, 1517-9 ; 
•price till' agent in the*ii.aT- 
naliorial distriburton of i^ioncy, 
170 ; relati(m of rent to tlie price 
of •land, 201; to ilu jirice of 
agricultural proTiucc, 202; re-' 
l.ition of profits to tins mice of 
manufactured produei*, 3rl 
Pri#*e-current^(‘(‘(l of, 182-o ; bow 
about pa] >eTinun(‘y ? 21 (t 
Price, Bouamy, objects to dro])- 
jiiiig the word wc'altli, 5 ; dejire- 
ciation not a necessary result of 
I inconvertibility, 213 
Procreative forc^ the, its.Qjipa- 
bilities,* 391-3 ; gts persistence, 
5594 ; urn agonized by econoiiuc 
desires. 397»4pl * 

Production •of wciflth, 44 ; Part 
II; mo(kis of production, 46,* 
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agents olf production, 47 ; pro- 
ductive capability j. commun- 
ity, Chap. 4, Part if; reaction 
of exchange, upon Jjroduction, 
Chap. >; Part III ; reactfon of 
distribution upon production. 
Chap. 8, Part IV 
Producers and iconsufiers, their 
relations and possible misuudcr- 
standings, Cl^ip. 7,, Part III 
Productive co-operatid!i, [See Co- 
operation] « 

Production, cost of, how related to 
value, 119-124, 151-8 
Profits, of the entrepreneur, his 
motive in production, 231,239 ; 
profits, a share oftithe prf>duct of 
indfistry, 252, Chaf^ 4, Part IV ; 
profits* and rent are species of 
thdt same genus, 307-10 ; profits 
do not form a part of the prh^e 
of manufactured products, 311 ; 
are not obtained by deduction 
from wages, 312; doelrine of 
the Itidiilerence of the rate of 
profits, 373,379 ; in co-operation 
the lai)orers aim to secure the 
entrepreneur’s profits, 370-7 
Progressives taxation, 000-2 
Property, relation to wealth, 15 
Protection vs. freedom of produc- » 
tion, 611-23 

J*rotcctionist writers, hold that 
each cduntry has a politi(;al 
economy of its own, 32 ; make 
much of the exhaustion of the 
soil, 56-8 [Sec, also. Protection 
rs^ iVeedora of Production] ♦ 
Purdy, Fred.*: variations in wages 
throughout England, 356n 
Purveyance, as a means of rtvenue,* 
580 

Quasi taxes, 578-81 
Quefu^ay, M., his school of econo- 
mists, 29, 48 « 

Kaguet, Condy : rank money in 
the United States, 223, 225 
Railways of Germany, 577 
Real vs. nominal wages, 319-20 
Real vs. nominal cost of la^r, 321 
Raized Hvealth, (taxation) [See 
Wealth] 7 

Jfledecmability of Tpaper moneys 
» what it impliei^ £!haps. 5 and 6, 
Partin ^ 0 ^ 

Registration of^landfthe require- 


njent adds virtually^o the facility 
‘ of transfers, 35l 
2ient, As a share in the distribution 
of the product of industry, 252, 
Chap. 2, Part IV ; its r/jlation to 
f the pric^? of land, 2^1 ; its rela- 
tion to the price of agricultural 
produce, 262 ; tends to rise with 
growth of population, 25t7, 289, 
497 ; rent and profits aie species 
of the s^mq genus, 307-10 ;^do(ip 
rent belong in equity to the com- 
munity ? 284 [See also National- 
ization of the Land, and Attacks 
^ upon the Doctrine of Rent, 

* PhrtVI] 

BciperciiRsinn of taxes, [See Dlffu- 
sion, etc;.] • 

Reserve, specie, of bank money, 
223 # 

Restriction, so-called# the English, 
207, 444 

Retail trad(‘, the friction of, 148-9 
lievenue tmdividual), as the basis 
of taxatibn, 589, 591, 598 
Revenue of th^ State, 572-84 
Ricardo, Davnl : his schodh of 
political ecojfbmy, 52 ; treats 
political economy as a science, 
not as an art, 30 ; his "^ews on 
scigiiiorat^^e, 197-200 ; di’precia- 
tion not a necessary result of 
inconvertibility, 213n; his rela-, 
tion to the doctrine of rent, 265 ; 
[S5eal.so, Attacks on the Doctrfhe 
of rent, Part VI]^ relation of 
wages and profits, 327 ; the in- 
cidence’ of a knd tax, or tax on 
rents, 4€9 ^ 

Rogers, J. E. T. : rents in Eng-* 
l&^d, 269 ; wages and checTp 
food,^427n; co-operation, 42f7n; 
the insurrection of the peasantry 
under Richard IT,» 409 ; Mi(? dif- 
fusion of taxes, 607 J 

Roschur, Wm. : definition of capi-* 
tal, 87n ; proportion of# produce 
cofisumed upon the ftirm, 112n ; 
advotyites tabular or multipt?* 
standard, 191 ;jjthe variety of 
man<5' ccoHonw*; wants, j295n ; 
his reference to il. C. Ctrey, 487 
Russia, the clRoiiency of its labor- 
ing ^pulation contrasted with 
that of the English, 76; aapei 
money, 443 
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Safe deposit^ as a banking func- 
tion, 526 * ’ I » I 

Sanitary conditions, as affecting 
the etBciency of labor, 69, 70 I 

Silving [^ee Abstinence] ' 

Say, ,1. B. ‘>progre8siv<^ taxation,^ 
01)0 ; diffusion of taxes, 007-8^ 
Scarcity valuP, 121 
t?clioois of political economy, 16- 
2;3 • , 

Scicicc, docs polii;ic^> economy 
attain this dignity \ 25 ; distinc- 
tion between political (iconomy 
as a S(*ience and as an art, 27-8 
Scotch, once an idle people, 78 ^ 

Scotland, inadequate shelter of the* 
lal)oring population, 70 ’ 

Seasons, their influence on regu- 
larify of employment, 320 
Seigniorage, Cliap, 4, Part III 
Selecting, oir picking, tlie coin, 
179 

Senior, N.W.: rc'latii'm of value to 
wealth, 7 ; relation (ff gratuity 
to value, 12 ; relation of rights 
or credits to wealdi, 15 ; distincs 
tliA betyec.n political c(!onomy 
a science aifll as an art, 29 ; 
labor not esvsential to value, 120 ; 
monevis “ abstract wealth,” 184; 
oppcr’iunities for cjxtf i earnings, ^ 
319 ; the consumption of wealth, 
881 ; reflation of famine to war, 
895n ; the order of succession of 
liuman desires, 396; what* is a 
luxury ? {j99 ; Ips statement Jof 
the law of population, 395 
Sentiment, pcrsDual, excluiied 
from definition of valAe, 7 ; seii- 
tinvbut and political economy, 
^88 ; sentiment as modifyinff ^he 
^iMuence of competitionMl^ 
Services, distinguished from i*om- 
mftdtties, »17 ; services of the 
pjs^essors of health, skilj, 
strength and intelligence «iay he 
the subjects of exchang(i, though 
those qgialities c^in not* he, 
>9-10 

Settlement, (pyochial),# English 
la\%of, 451 • ♦ ^ 

Shelter, ^ts relation to subsistence, ■ 
884 • % . 

Shocks,# economic, their Jfopaga- 
ti^ through the industrial and 
commercial body, 237-48 ^ 


Silver, [See Precious IVfetals ; in its 
relation|tc\ Gold,» see, also, Bi- 
wietallism] 

Sismondi, ift. : rents in Tuscany, 
27(f ; influen?;e of a papular ten- 
ure of the soil upon population, 
401 

Skill is no| wealt^i, though it may 
betome the means of aequiiing 
wiialth, ^0 ^ 

Slave labo^he cause of its intlfl- 
cTency, 77 % 

Smith, A(him ; his Wealth of Na- 
tions, effect upon tlie relations 
of States, 3; treated political 
eronomy mainly as an art, 30 ; 
Jiis i*(;onon*lc writings^ influ- 
i'lieed by v5'*ws as a professor 
of ifitural tlieolog}", ; bank 
money, 223 ; the immobikty of 
lalx)r, 340 ; masters always in a 
combination not to raise ' ;es, 
4i)8n ; the bank of Amsterdam, 
523 ; voluntary coiAribiitions to , 
the State, hi 2 ; incffic^eney of 
goveriiimmt administration of 
productive property, 5?6; his 
maxims regarding taAtition, 586-9 
So(‘ial dividend theory of taxation, 
588 % 

Socialism, 024-33 , 

Sociology : its relation to jiolijical 
economy, 39 , 

Soil, the, a fund fo^ Sie endow- 
ment of the human lace, 55 
Soldici-s, tlieir services economic in 
England, non-econ -uiic in Gcr 
hi any, 8 ’ 

Solidarity of the family, as related 
to natural selection, 390 
[•Speciei rcjserve of bank ^iioney, 

I [See Reserve] 

Speculation, the course of, 23‘2-3 ; 
Ih# speculatmg class and' their 
gajns, 361-4 * 

Steuart, Sir Janujs, treated political 
economy as an art, 30 * 

Standard of deferrctl payments, 
usually called staiidaru of A’alue, 
184-90 ; how about jiajxT money ? 
218-9 ; how about* bi-me<i*iilic 
money ? ^0-5, f^ee also Multi- 
] • pic Standard] > 

Statistician, tli .economic, to be^ 
distinguishid iroill the econo* 
mist, 84 
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Stock, influence of a stock of a 
commodity on its prv?e|.139-43 
Storage, necessity of, as 'affecting 
price, 148 , * ^ 

Striaes, 36^,. 46S^70; co-opejation 
w^uld abolish strikes, 430 • 

Structure in industry, 103-9 
Subsistence: 86-7, 1^94, Of 453-5** 
in its relation to population, 
Chapters 1-3, Pdirt V. 
Substitution of one commodity ^r 
another in use, as affecting price, 
142 , 

Successions, limitations upon and 
taxation of, 573 

Sumner, W. G. Prof. : die doc- 
trine pf protectioi!^614, 616 ^ 
Supply* and demand^ 125-140; 
(Money)H74 

Supplj^Is not equivalent to stock, 
140 

Survival of the fittest, how far 
carried out in the human family, 
390 • 

SymiiathJ’ with labor, [See Opin- 
ion, Public] 

Tabular standard, for deferred pay- 
ments, [See Multiple Stand- 
ard] 

Taxation, its place im political 
economy, 357-iiO; Benthaiirsand 
Mci>)ulloch’s view of taxation as 
tftimulatine: production, 414-6; 
how taxation may be considered, 
582-4; the princit)lcs of, 585-610 
[See, also, Qu^si Taxes] 
Territorial division of labor, 
the ‘protectionist argument for 
limiSng it, 611-6 

Theology, natural: the proper at- 
titude of the -economist towards 
• it, 35 


bilj^y of i»per monqir, 21 3n; the 
theory of bank'mopey, 224 
T*vls, the second form of capital^ 
95; their importance in produc- 
tion, 98 ^ 

TJorrens, l^pbert : tlie^theory of 
i'nnk money, 225 
Trades-Unions, 465-6* [See, also, 
Knights of Ijabor,J^art VI J ’ 

Transportation, in relation to 
rent, 259*60;, in its relatioi\ to^ 
prices, 176 

Tributes from colonies, dependen- 
• cies and conquered nations, 574 
Truck, 473 

Turgbt, A. R. G. : the only physio- 
crat who treated political econ- 
omy as a science ; his strictly 
scientific nuithod, 29 ' 

Twiss, Travers : the potato /n Ire- 
land, 404n f 

Under-production, what it results 
from, 407-10’ 

Under-conshmption, so-called, 409 
Unearned in^^(;raent of land [See, 
Increment, etc.] 

United States: tlie laboring pdpf:i- 
lation well feef and '^ell shel- 
tered, 68-70; capable of using 
delicate and intricate macjiinery, 
« 75; its m^ney, 223-5 [See* also, 
Greenbacks]; panics, 243; rents, 
268; increase of ix)pulation, 892; 
its usury laws, 419; its banking 
ageifcies, 528-9, [see, also, thi 
National Bankmg System, Part 
VI ] ; considers with reference 
to the question of protection, 
616-22 # ^ 

Usury and usury laws, 368-9. 

► 411^-55 ^ 

Utility, Hbw related to value, 116* 


Thompson, Prof. R. E.: exhaus- 
tion qf the soil, 56 •' 

Thornton, Henry *.> the country 
banks of England; 525 
Thhnen; J. H. von: the principle 
of diminishing returns applies 
even to the harvesting of crops, 
53n 

Titles; sale <Jf , lip's 
Time-value, 46* 

TiyxMmeville, A. de: sale of oflices 
• in France, 575 

Tooke, Thomas: depreciation not 
a necessary resjilt oi inconverti- 


use^ul, in ecftnomics, does not 
mean beneficial, IIC [8ee<Fftial 

Vafue: plated to wealth as attri- 
bute to substance, 7; defined, 8-9, 
1 14 f relation to pric%, 115; to 
utility, 116-7; is it a momentarja 
pheno^n^non ? 1^; ‘how related 
to lalttr, lll0-2^' value is ^ov- 
• erned by the relation of demand 
and supply, 1(15; the value of 
mone]||tl69, 197-203, 212 1 
Voluntary contributions [See Q)n- 
trib^tions] 
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Wdfre fiMid iheory, 32'j;[S(ic, 

Part VI] , • ^ • 

Wages: as a share of the 
. of industry, 252; are not dimin- 
^ishedjbythe sums received by 
the lajid%i'd class a# rent, 26^ 
323 ;^r by the sums received 
the employing class a.i pro«ffcs, 

' 31i4 325; the law of wage ^ 
Chaps. 5 arfd 6, Part IV; why 
T^ges are nigh inmew countries, 

' 613-23 

Walker, Amasa : the theory of 
hank money, 225; co-operation,*. 
427n 

Warren, W. R: voluntary C(tntr? 

hutions to the State, 572 * 

Waste of materials (avoidabh^) an 
important element in production, 

72, 3^0-3 

\\^ste of sojj, 25G; some degree in- 
evitable, 58; its relaiiun to rent, 
278 ^ / . 

Water priviU'ges, rent df, 278 
Wealth: tlie subject ntatter of po- 
litical economic 1-3; definition, 
4;*relHtion of wealth to valiu*. 
f; [Sec^ also, (firoughout. Capi- 
tal] ; as the basis of taxation, 
604 

WeatljmDg, so-called,^ a meam^i 
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of renewing the soil subject tol 
• culture* • 

'V\^lfare, •human, not the sub jet 
matter ^f political economy, Jv, 
Welffi. D. A. rbxemption in tata- 
tioiris confiscation, 009 
Whately, Richard: popular pi^ju- 
•dices a|3uj3ed^)y political econ- 
omy, 4u; substitutes the term 
catallac^ foji political econ- 
^y, 43lf^rofit8 a species of the 
mmie genus as ^jpnt, 306 
Whewell, William : his definition 
of scieifce, 25 

Wife, the, relation to the subsistence 
of the family, 886 
Williaai III, c-f England, dissipates 
the estate^f the crown, 4)76 
Wilsoit, ])r.: on usury, ^|19 
Wilson, James: depreciation not a 
necessary result of inconverti- 
bility of paper money, 2^. the 
theory of bank money, 224 
Wolowski, Louis: noT[)a{)er money- 
in Poland, 2(m • 

Wood lots, rent of, 282 
Workhouse test of paui)crism, 
447-50 , 

Young, Arthur: “the magic of 
property 77; exi)enditure a» 
the basis of laxt^tion, 592 









